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GROWTH 
for W. R. GRACE & CO. 





CHEMICALS— Sales and profits of all chemical divi- 
sions of W. R. Grace & Co. surpassed those of any 
previous year. Within the past five years the Com- 
pany has become a growing factor in the nation’s 
chemical industry. 





1955 was a good year for W. R. Grace & Co. Increased earnings and sales, 
together with a substantial expansion of production facilities, reflect the 
steady progress the Company is making in carrying out its far-reaching 
plans for the future. Sales and profits of the chemical divisions reached 
an all-time high, with important contributions to a successful.year by all 
the varied Grace enterprises. 

During the past five years W. R. Grace & Co. has more than doubled 
in size. The latest developments in this outstanding growth story are 
covered in our Annual Report for 1955. 


LATIN AMERICA— Paper manufacture from bagasse 
—sugar cane waste—is just one of many Grace 
enterprises in South America which reported en- 
couraging growth in 1955. 





Highlights of the Year’s Operations 


7RANSPORTATION— The building of two new cruise 





Year Ended December 31, 1955 1954 diners — o — of Grace Line’s > po 
‘ On nec oO < aa a ili lar ship re ment pro, , and re- 
| Operating Revenues: --ooserecooss so ST OGGRSS ——SHRAOL 90S phere sarongpononninr merce 
Per share of common stock based on $ 4.2] $ 3.50 ™ : 
average number of shares outstanding ‘ 
Preferred Dividends Paid. ..........2.cccccccccccces $ 960,000 $ 960,000 
MAIC EPR U ICUS TOE 5. o.6.5.6.0:0:0.0ccirciccecesecdicievces $ 8,473,117 $ 6,473,299 
Per share—at rate of $ 2.00 $ Ls 
Net Working Capital............ Peta aiaal sais Sicsalcdajexerckees $129,845,130 $112,206,211 
Ratio of Current Assets to Current Liabilities......... 25:01 2.5 tol 
Fixed Assets, Less Depreciation. ......ccsccccsesecess $138,568,405 $130,776,657 
I I. cece ccicascccececcccsooecesas $195,224,376 $179,960,386 
Number of Common Shares Outstanding........ seeses 4,284,831 4,119,493 
Number of Common Stockholders. ...........- Eiocince 16,623 13,697 
Number of Employees............-. ccccccccccccccee 44,505 41,352 UMANCE AND pusnEEsS—Grace Netional Bank 


and Grace subsidiaries in insurance and outdoor 
advertising had record sales and operating revenues 


in 1955. 











GROWING WITH GRACE 


W. R. GRACE & CO., backed by a century of experience in business 
and industry, continues to move ahead—in chemicals, agriculture 
and manufacturing . . . in widespread Latin-American enterprises 
...in world trade, transportation and finance. 


CRYOVAC COMPANY DIVISION « DAVISON CHEMICAL COMPANY DIVISION 
DEWEY AND ALMY CHEMICAL COMPANY DIVISION e DEWEY AND ALMY OVERSEAS COMPANY DIVISION 
FOSTER AND KLEISER COMPANY « GRACE CHEMICAL COMPANY DIVISION 
GRACE CHEMICAL RESEARCH AND DEVELOPMENT COMPANY DIVISION @ GRACE LINE INC. 
GRACE NATIONAL BANK OF NEW YORK POLYMER CHEMICALS DIVISION # SOUTH AMERICAN GROUP 


Symbci of Service 
Throughout the World 





For the complete story on 
Grace operations during 1955, 
write Dept. TE, 7 Hanover Square 
for a copy of the Annual Report. 





W. R. GRACE & CO. 


Executive Offices: 7 HANOVER SQUARE, NEW YORK 5 
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Lame a bank 


3 to admunister a 
‘a Lawyers Kstate? 


Why not? You, as an attorney, know better than most businessmen how valuable 


a the services of a corporate fiduciary can be to a man’s wife and family. But familiar 

‘ facts are sometimes overlooked, so may we. remind you that we at Guaranty 
have much to offer a lawyer’s own beneficiaries. 

Here are a few of the advantages of naming Guaranty in your will: 


¢ Guaranty brings to each estate KNOWLEDGE and JUDGMENT born of many 
years’ EXPERIENCE. 


ae Ge ES 


¢ You are assured of continuing FINANCIAL RESPONSIBILITY if you appoint 
Guaranty. 





¢ Guaranty is IMPARTIAL, and therefore able to act OBJECTIVELY. 


a ¢ Guaranty is CONSTANTLY AVAILABLE and has the TIME and FACILITIES to 

sf é administer an estate of any size promptly and efficiently. 

p } ¢ Guaranty has the quality of PERMANENCY. /t is always ready and able 

: : to act. 

; ; Here at Guaranty we like to deal with lawyers. We’d be happy to be of service 

‘a ' to you—in handling your own estate, administering a trust for you, or assisting 

k é you in planning your investments. 

: t Come in and see us. Or one of our Personal Trust Department officers will be 
> glad to call on you. 
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Capital Funds in Excess of $400,000,000 
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Gross operating revenues reached a 
new peak of $443,500,000, exceeding 
those of the previous year by $57,255,- 
000, or 14.8%. Higher gas rates and 
colder-than-normal weather contrib- 
uted to this record growth in revenues. 


OF 


Sales of electricity to customers to- 
taled 16,399,000,000 kilowatt-hours, an 
increase of 9.0%. In addition we deliv- 
ered 1,392,000,000 kilowatt-hours for 
the account of others. Combined sales 
to customers and deliveries for others 
exceeded those of 1954 by 11.3%. 


Sales of gas to customers totaled 
286,792,000,000 cubic feet, an increase 
of 17.8% over the previous year. In 
addition, 95,232,000,000 cubic feet of 
gas was purchased and transported for 
use as fuel in our steam-electric gen- 
erating plants. 


The net gain in customers was 151,- 
158, which includes 15,080 customers 
added as a result of the dissolution on 
December 31, 1954 of Vallejo Electric 
Light and Power Company, formerly a 
wholly-owned subsidiary. At the year- 
end the Company was serving 3,124,- 
748 customers. 





THE YEAR’S 


LYDI 


FIFTIETH ANNUAL REPORT | 





Mighlights 


Bonds and preferred stock with an 
aggregate par value of $75 million were 
sold to finance our continuing con- 
struction program. This brings to ap- 
proximately one billion dollars the 
amount of new money obtained to 
finance our postwar construction pro- 
gram. 


Construction expenditures totaled 
about $133 million, compared with an 
average of $170 million over the past 
five years. This reduced level of con- 
struction expenditures was made pos- 
sible by the substantial completion of 
our program to build up adequate op- 
erating reserves. 


The cost of out-of-state gas, effective 
April 15, 1955, was further increased 
about $8 million annually. Pursuant to 
an authorization of the California Pub- 
lic Utilities Commission, the Company 
increased its rates in May 1955 in an 
amount which should substantially off- 
set this increase in the cost of out-of- 
state gas. 
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Chairman of the Board 







OPERATIONS 
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Nuclear energy continued to engage 
the Company’s attention. The Nuclear 
Power Group, Inc., of which the Com- 
pany is a member, received approval 
from the Atomic Energy Commission 
to build the largest all-nuclear power 
plant yet scheduled for construction. 


Stockholders totaled 217,821 at the 
year-end, a gain of 485 for the year. It 
was the sixteenth consecutive year in 
which we experienced a gain in the 
number participating in our owner- 
ship. Of the total, 88,320 were pre- 
ferred stockholders and 129,501 com- 
mon stockholders. 


Net earnings for the common stock 
were equivalent to $3.32 a share on the 
16,255,733 shares of common stock out- 
standing throughout the year. This 
compared with earnings of $2.89 a share 
on an average of 16,160,533 shares out- 
standing in the previous year. 


hebtst 


President and General Manager 
































P.G. and E.’s Annual Report. 


For additional information on this vital 
western company write our Treasurer, 
K. C. Christensen, 245 Market St., San 
Francisco 6, California, for a copy of 
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OFC ALTEFORN 


Ded ee 


ai 
Pacific Gas and 
Electric Company 


245 MARKET STREET 
SAN FRANCISCO 6, CALIFORNIA 
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Cover Picture .. . Waikiki Beach, Honolulu. 
In left foreground is the Royal Hawaiian 
Hotel, and further left, across Kalakaua 
Ave., the Princess Kaiulani Hotel shops, 
where Bishop Trust Co., celebrating its 50th 
year, maintains a branch. The Bank of 
Hawaii also has a Waikiki branch . . . In 
Hawaii, trust companies and commercial 
banks are separated by law. There are five 
of each, with a total of 54 branches through 
the islands, the other trust companies being 
Cooke Trust Co., Hawaiian Trust Co., Hono- 
lulu Trust Co. and First Trust Co., of Hilo, 
capital of the island of Hawaii. In Hono- 
lulu, the banking center of the islands, 
Hawaiian Trust Co. has broken ground for 
the city’s largest office building — 8 stories 
and penthouse. 


—Photo from Camera Hawaii 








Entered as second-class matter February 6, 1939, at the post office at New York, N. Y., under the Act of 


March 3, 1879. Additional entry at Paterson, N. J., July 23, 1936. 
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CORRESPONDENCE 





Library on Estate Planning 


We offer our sincere thanks to your 
good organization for the advice and 
assistance given to us in the establish- 
ment of estate planning sections in the 
Jackson Municipal Library and _ the 
Mississippi State Library in the New 
Capitol. 

John F. Anderson, 

Secretary-Treasurer Estate 

Planning Council of Mississippi 
Jackson 


[Ep. Note. See page 421 for details. ] 


The Pictorial Chart 


In the lower right corner of page 255 
of the March issue of Trusts AND Es- 
TATES is a picture entitled, “Some In- 
teresting Trust Figures,” with our Bank 
name under it. The impression left un- 
corrected in the context is that we pub- 
lished that piciure as a part of our ad- 
vertising program. Actually it was used 
only to introduce levity into a panel 
discussion in which one of our officers 
participated in New York in February. 
In other words, it was strictly for the 
amusement of the professionals gath- 
ered in conference to discuss advertising 
techniques. 


I am aware that trust advertising 
tends sometimes to “stuffiness” and we 
have affirmatively tried to get away 
from that trend by using cartoons and 
line drawings. We have not yet, how- 
ever, become so “unstuffed” as to pub- 
lish a picture as pointless as the one 
published in your magazine. | hate to 
have the impression remain uncorrected 
that we ever used that picture in our 
advertising and would appreciate your 
publishing this disavowal. 

Thomas H. Beacom, 
Vice President 


The First National Bank of Chicago 
Chicago, Illinois 
A A A 
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SAVINGS ARE FINDING NEW HOMES. Compari- 
sons with ten years ago show that the tra- 
ditional institutions are falling behind 
the newcomers in the competition for sav- 
ings and indicate two strong and increas- 
ing influences for this change of direc- 
tion. In addition to the billions of new 
money that have gone into Pension and 
Profit-Sharing Trusts, the great increase 
in people's savings between 1946 and 1956 
has been distributed among institutional 
investors and banks in the following man- 
ner: 


Commercial Bank Time Deposits.... + 44% 
Mutual Savings Bank Assets....... + 68% 
Life Insurance Co. ASSetS...eceee- + 87% 
Savings & Loan Assn. Savings 

Capital ccccccccccccccceccccscese +200% 
Investment Cos. (Open & closed-end) +309% 


The race to secure savings, exemplified 
by recent increases in commercial bank 
compound interest rates to 2%% in New York 
and other centers, has been accelerated by 
the mounting levels of consumer and busi- 
ness-loans. Tax laws give added impetus to 
this debt trend, also. In fact, this very 
increase in installment buying or consumer 
credit has contributed to slowing down the 
flow of savings funds into the customary 
reservoirs. People feel that they do not 
need to save as much to buy goods when they 
can pay-as-they-earn .. . Of probably far 
greater import, however, are the changes 
in attitude and provision for individual 
security wrought by the development of 
"forced savings" — Social Security, plus 
pension plans and various types of Group 
Insurance. .. . Along with this has come 
a change in emphasis on the purposes of 
Savings. With housing and commodity pur- 
chases taken care of so largely by person- 
al loan or credit, and old-age or disabil- 
ity more widely covered by government and 
corporate "Security" programs, more people 
are apparently looking toward other objec- 
tives. As the public becomes more aware of 
the meaning of inflationary influences, 
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PROPOSED INCOME TAX REGULATIONS on the 
Trust-Estate-Beneficiary provisions of 
the Internal Revenue Code were issued May 
2. Interested parties have 30 days within 
which to communicate their written views 
to the Commissioner, in duplicate. An 
analysis by George Craven will be pub- 
lished in the June issue. 





and sees the growth of equity investment, 
they are turning to those institutions or 
facilities which give them higher rates of 
return, the protection against inflation 
supposedly furnished by stock investment, 
or Simply the chance of capital gain 
therefrom. . . . Those who provide savers 
with prudent answers to these objectives 
— and make it easy for them to attain them 
— would seem to have the advantage in at- 
tracting savings. There is an unusual op- 
portunity here for commercial banks to 
develop a tie-in between their Savings 
and trust department by which those of 
moderate means can start with a small 
trust fund, increase it through automatic 
transfers of surplus savings as such are 
built up, and thus provide the objectivity 
of "estate planning" along with balanced 
investment management with its more at- 
tractive return. To the extent that they 
Siphon exceSsS consumer spending power into 
Savings and investment, they will also be 
doing a service to both the individual ani 
the economy, through relieving potential 
inflationary pressure. 


"IT IS ONLY WHEN WE RUSH the spending 
faster than the rate of savings, and do it 
heavily on borrowed money" that we run th? 
risk of inflation," warns Undersecretary 
of the Treasury Burgess........ Consensus 
of economists that we are not saving 
enough to finance the current rate of 


growth, accelerated as it has been by con-| 


Sumer credit buying, suggests nicety of 


balance that will have to be preserved. AS} 


Chairman Martin of the Federal Reserve 
noted: the Board must be alert to the 


dangers of deflation as well as inflation. | 
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NEW LOWS IN U.S. GOVERNMENT BONDS FOCUS 
attention on the opportunity to buy dol- 
lars at a discount. Some dozen issues are 
redeemable at par and accrued interest if 
the proceeds are applied to payment of 
Federal taxes on the deceased owner's 
estate. The privilege of redemption at par 
is available only if the bonds are part of 


Ss the decedent's estate, but this condition 


is met if they are assets of a trust re- 
vocable by the decedent or disposable by 
his will. 


BANKS COMPETENTLY MANAGE PENSION TRUST 
INVESTMENTS but do not have the responsi- 
bility for actual soundness of the plans. 
This is one of the conclusions in the just 
released report of the Senate Labor and 
Welfare Committee, based on hearings in 
connection with proposed legislation on 
government supervision of pension and wel- 
fare funds. Senator Douglas commented fur- 
ther that banks "often have too little 
control over proper investments." The Com- 
nittee recommends that registration be 
required of all plans covering 25 or more 
employees and an annual report be filed by 
all funds covering 100 or more employees. 
further analysis of the voluminous report 
will be made in future issues. 


STOCK DIVIDENDS ARE A HAPPY SOLUTION to 
more and more corporations — and stock- 
holders — but can bring more headaches and 
burning of midnight oil by fiduciaries un- 
less allocation between principal and in- 
come is clearly defined, both in the trust 
instrument and in the dividend declara- 
tion. The advantages of keeping company 
earnings in the till, while simultaneously 
giving the stockholder a return that he 


) can receive free of income tax and ulti- 


mately sell at capital gain rates, are 
obvious for expanding businesses. Over 400 














hi 
wa pana 
“You may see him now — but just 
one quick look.” 
May 1956 


well-known corporations paid part or all 
of their dividends in stock last year, an 
increase in number of about 40% from '54. 
Others are contemplating such distributidn 
as an economical means of self-financing, 
of greater attractiveness as money rates 
go higher. So long as the over-all rated 
return is not reduced, such dividends will 
not be subject to criticism as a dilution 
process, and further popularity of this 
fiscal practice may be anticipated. This 
Suggests that wills and trusts be care- 
fully drafted to assure clarity and jus- 
tice in allocation between life tenants 
and remaindermen. 


HOLDERS OF 3 OUT OF 4 SHARES CHOOSE 
STOCK DIVIDENDS under Citizens Utilities 
Co. optional plan. 75.9% of outstanding 
962,444 shares will take stock dividends 
through exchange for Series A certificates 
which enjoy one-way convertibility into 
Series B cash dividend stock. Thus both 
classes of holders benefit through this 
arrangement and the corporation retains 
for expansion three quarters of what would 
otherwise be cash dividend outgo. This 
evidence of stockholder preference for 
dividends taxable upon sale at capital 
gains rates may well forecast a new trend 
in corporation fiscal practice. 


THE TOTAL VOLUME OF 205 COMMON TRUST 
Funds as of the last quarter of 1955 
reached $1,855,000,000 according to a 
Study by Trusts and Estates. This compares 
with $1,659,000,000 reported by 192 funds 
last year. Of the total amount $902.5 mil- 
lion was invested in common stocks. For 
aggregate portfolios of discretionary and 
restricted type funds, and list of common 
stocks with number of funds holding each, 
see page 449. 


THE MARCH OF THE PRUDENT MAN RULE for 
trust investment continues apace with two 
more states — Mississippi and Virginia — 
falling into line via laws enacted by 
their 1956 legislative sessions. This leaves 
only nine states without this liberal rule 
in some degree .. . Other notable legis- 
lation (see p. 491 for round-up) includes: 
increase in trustees' fees in New York; 
enactment of estate tax in Mississippi; 
adoption of Uniform Principal and Income 
Act in Kentucky; and widespread amendments 
to Pennsylvania's fiduciary Acts (more 
about which in future issues). 


THE TRUST COMPANIES ASSOCIATION OF CAN- 
ADA has been reorganized into seven re- 
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gional groups, by action taken at the an- 
nual meeting last month. Activities of the 
former provincial associations will be 
co-ordinated through the one organization. 
D. G. Grant of Nova Scotia Trust Co. at 
Halifax was elected president, and A. R. 





Courtice of Toronto General Trusts Corp. 
lst vice president, of the Association, 
whose proceedings will be reported, to- 
gether with those of the former Trust 
Companies Association of Ontario, in the 
June issue. 





WHERE WILL THE CUSTOMERS BE LIVING? 


 gaapercag CHANGES AND SHIFTS ARE OF LARGE CONCERN 
to banks in many ways, but the gradualness of the 
movements may fail to attract attention and planning until 
the benefits of “first come, first served” have been acquired 
by others. A look at residential and industrial migrations 
over just a few years shows many dramatic results. 


The student of realty knows the tell-tale signs of a dete- 
riorating, or conversely a boom-developing, area while the 
casual observer awakens only after the “To Let — Cheap” 
or “20 Story Building Going Up” signs appear in quantity. 
Many a mortgage has fallen on its face value because of 
change in the character, as well as the occupancy rate of a 
neighborhood and many a sandbar or truck-garden has 
blossomed with strange blooms of architecture overnight. 


The overall growth (or natural increase) of population 
is covering up two conditions: emigration from certain 
areas or from city to suburb, and change in the character. 
The population of some areas may be increasing, but the 
important factor, especially to Banking, is the income level 
and the type of activity — farm, industrial, or residential. 
With more millions of people on pensions and generally free 
to choose more attractive living conditions, and with in- 
dustry branching out or even moving into areas which 
attract and hold employees, it is becoming good business 
as well as civic-spiritedness to develop the amenities of 
life, as trustmen, lawyers and bankers can do so effectively, 
in their home-towns. 


A study of population movements throughout the U. S., 
published by the Kiplinger Magazine Changing Times, shows 





the heaviest influx (1940-50) into such cities as Albuquerque 
(84%), Miami (69%) Lubbock, Tex. (69%), San Diego 
(62%), with San Bernardino (Cal.) Phoenix, San Jose, 
Baton Rouge also reporting over 50% increase in popula- 
tion over 1940 census. On the other end, Scranton, Wilkes- 
Barre, Hazleton, Johnstown, Altoona and Pittsburgh (all 
in Pennsylvania) lost from 19% to 4%, with Massachusetts 
and West Virginia cities next heaviest losers. Change of 
residence to suburbs outside the metropolitan area accounts 
for some of this migration — a great deal in the more 
congested cities, unless like Baton Rouge and Los Angeles, 
they greatly expand their city limits — but there is a 
pronounced trend to South and West, and from downtown 
to suburb or county living. 


Banks have followed the lead, or taken part in it with 
shopping centers and housing developments and even in- 
dustrial plants, with new branches or change of location, but 
there is more significance than that to the inclination of 
both people and business to seek the less rigorous climate, 
such as decentralization in an atomic age, cheaper living 
costs, more enjoyable community facilities, freedom from 
congestion. The automobile and paved roads, the wartime 
travel of millions in the service, and now retirement pensions 
and the desire to escape unhealthy or irritating conditions, 
presage an even wider shift away from localities which can- 
not or do not make living and working conditions agreeable 
to the most mobile citizenry known since the Nomads — 
and especially to those of substantial income and business 
influence. 








Powers of Appointment 
Discussed at Regional Bar 
Meeting 


In conjunction with the Regional 
Meeting of the American Bar Associa- 
tion at Hartford, Conn., last month, the 
Section of Real Property, Probate and 
Trust Law presented a session on estate 
planning, with Council member Carl 
F. Schipper, Jr., of Boston, presiding. 
Harrison F. Durand of New York gave 
an outstanding paper (see p. 424) on 
the conflict of laws problems involved 
in the exercise of a power of appoint- 
ment by a donee domiciled in a state 
other than the donor’s domicile. 

Two familiar figures—Joseph Tracht- 
man of New York and Paul B. Sargent 
of Boston—offered informal but perti- 
nent observations on current estate plan- 
ning problems, emphasizing particularly 
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the misleading impression created by 
recent material in the public press as to 
true function of estate planning and 
the role of the attorney therein. 


A A A 


New A.B.A. Film Includes 
Estates & Trusts 


With a series of six educational films 
on banking and finance already avail- 
able to banks for school-age audiences, 
the American Bankers Association has 
come up with a new film for adult 
groups as well as young people, which 
includes estate and trust services. 


In contrast to the other six A.B.A. 
films, which cover only one facet of 
banking, “How to Use Your Bank” tells 
a comprehensive story of bank services 
and illustrates how these services can be 


used for a variety of personal needs. In 
addition, it points out the relationship 
between banks and their communities 
within the fabric of the American eco- 
nomic system. The film opens with an 
informal chat by the narrator on the 
historical background of banking, and 
then describes how banking today meets 
three basic financial needs of people: 
routine needs (checking accounts), fu- 
ture needs (savings accounts), and fi- 
nancial and emergency needs (loans). 
Finally it refers to other bank services 
such as safe deposit facilities; sale and 
redemption of U. S. Savings Bonds: 
issuance of traveler’s checks, mone) 
orders, and letters of credit; and the 
settling of estates and handling of trusts. 


The new film is a 16mm black-and- 
white sound picture and runs approxi- 
mately 10 to 12 minutes. 
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Book Value Pitfalls 


IN BUY-SELL AGREEMENTS 


MAX BLOCK, C.P.A. 


Member, Anchin, Block & Anchin, New York 


ESPITE THE VERY EXTENSIVE USE 
D of the term “book value” by at- 
torneys and accountants, there is no 
definition that has universal acceptance. 
Its adoption, as a method of valuation 
in “buy-sell” agreements therefore can 
prove needlessly costly and inequitable. 


The debate and litigation that center 
around such valuations usually develop 
from agreement provisions that include 
the term “book value” without qualifi- 
cation, or which fix it in accordance 
with balance sheets prepared for ordi- 
nary managérial purposes. The disputes 
involve the question whether book value, 
as a method of valuation, should be a 
strict, literal utilization of book ac- 
counts (as reflected in a balance sheet) 
or whether modifications, other than 
for blatant errors, may be made to 
“correct” or more fairly set forth the 
book values. 


Court decisions lean toward the strict, 
literal interpretation and countenance 
only such adjustments as correct palp- 
able errors. Thus, in the recent case of 
Aron v. Gilman,* the New York Court 
of Appeals permitted a correction to 
be made of an omission from the lia- 
bility section of a balance sheet of the 
income tax payable on the year’s earn- 
ings. In addition, the Court permitted 
a replacement of the “estimated” value 
of the inventory, as shown on the bal- 
ance sheet, by an “actual” value based 
upon a physical inventory. 

On the other hand, in Soechtig v. 
Amick,+ the same Court held that where 
an agreement provided for a valuation 
based upon a balance sheet to be pre- 
pared by the company’s accountant “in 
accordance with the accounting princi- 
ples heretofore followed by them in 
their audit of the books of said co- 
partnership,” such valuation is binding 
even though the plaintiff may have been 
able to establish that it was actually too 
low. The affirmed opinion contained this 
significant comment: ; 


*309 N.Y. 157. 


+N. Y. Court of Appeals 2/9/56, affirming 285 
App. Div. 701, 140 N.Y.S. 2d 85. 
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Max Block, C.P.A., 
(N.Y. - Pa.) is a 
former Vice Presi- 
dent of the New 
York State Society 
of Certified Public 
Accountants and is 
a lecturer at the 
Bernard M. Baruch 
School of Business 
and Public Admin- 
istration. He is the author of “Accountants’ 
Partnership Agreements” (a _ non-legal 
treatise) in the C.P.A. Handbook published 
by the American Institute of Accountants, 
and has written extensively on accounting, 
tax, and business management subjects. 








“It may very well be that the 
principles used by the partnership 
accountants in their audit were not 
the correct or the proper principles 
for determining net worth. But these 
considerations are irrelevant if the 
accounting principles that were em- 
ployed by the partnership accountant 
were those that were ‘heretofore 
followed.’ ” 


Seeking Safeguards 


Any attempt to depart from the liter- 
al interpretation of “book value,” ex- 
cept in 
other 


mathematical or 
demonstratable errors, 
would create complexities and disputes 
as to intent and the propriety of the 
accounting principles employed. with 
a resultant spate of litigation. Yet, book 
value cannot be a “photo-shot” of a 
company’s accounts as of the close of a 
certain day without containing some 
valid points of contention. Safeguards 
can, however, be introduced, after con- 
sultation amongst attorney, accountant 
and the principals, to minimize the in- 
herent difficulties. Awareness of the 
risks cited herein will serve as a safe- 
guard, and other helpful measures will 
also be discussed. 


the case of 
clearly 


There may be a presumption by many 
attorneys, and it is discernible in court 
decisions, that the continuous accept- 
ance by business owners of balance 
sheets cast in a certain pattern is an 
evidence of their willingness to accept 
that pattern for the valuation of a 


business interest and that such basis 
is suitable for the purpose. This is not 
necessarily so. Unless the business own- 
ers understand the vagaries of book 
value, and the impact of different ac- 
counting principles, there cannot be a 
presumption of their understanding. Be- 
ing too close to the changing business 
scene, and largely without adequate ac- 
counting training, they may not be- 
come aware of the fact that their agree- 
ment has become inadequate, or that 
their business may have acquired so 
large a goodwill value as to warrant 
consideration of its inclusion in the val- 
uation formula. Buy-sell agreements, 
like wills, require periodic review. In 
the case of new companies there are 
no previous balance sheets or other 
precedents. The drafting of a _ book 
value provision in such instances re- 
quires even more caution. 


On or Off the Record 


Book value, obviously, excludes un- 
recorded intangible assets such as good- 
will, patents. copyrights and trademarks. 
There is some suspicion that book value 
is occasionally prescribed as the valua- 
tion basis, though substantial intangible 
values exist, because of fear of the com- 
plexity and cost of evaluating intang- 
ibles, and the probability of litigation. 
In many instances intangibles are not 
capitalized, or are speedily written off 
because of the recognition of the frailty 
of such assets and for tax economy. 

However, there are situations where 
intangibles appear on the records and 
on balance sheets. This occurs when 
goodwill has been purchased and paid 
for, or has been recorded as a result 
of a buy-sell agreement specifically pro- 
viding for it. Patents, trademarks, and 
copyrights may be recorded as _ costs 
are incurred. However, intangibles are 


usually written off, either over theirf 


legal life, their economically useful life, 
or even much sooner if a very conserv- 
ative write-off policy prevails. Thus the 


values that do appear are usually de-f 
clining balances, unless goodwill is not § 


amortized at all. 
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Major Preliminary Considerations 


The instrument actually utilized in a 
determination of book value is the bal- 
ance sheet and not the books. Where 
independent accountants are involved 
they make an audit of the records be- 
fore preparing a balance sheet, except 
in limited instances that do not warrant 
discussion here. As a consequence of 
the audit some adjustments of the rec- 
ords are often necessary either to cor- 
rect mathematical errors, give effect to 
items overlooked in the bookkeeping, or. 
more important, to make such revisions 
and additions as, in the accountant’s 
judgment, are necessary to make the 
balance sheet adequate for its purpose. 
Thus, it should be obvious that the pre- 
parer of the balance sheet plays an im- 
portant part in molding it. 

Before a book value clause is written 
into a buy-sell agreement, it behooves 
the attorneys for both sides to consult 
with the company’s independent ac- 
countant to ascertain whether the rec- 
ords are kept in such form, and the 
balance sheets prepared in such fash- 
ion, that the book value thereby estab- 
lished is reasonable and in accordance 
with the concepts of the contracting 
parties. The inquiry should cover three 
broad aspects: 


1. Type of bookkeeping system. 

2. The accounting principles em- 
ployed in bookkeeping and reporting. 

3. Adequacy of the independent 
accountant’s audits, and of his gen- 
eral purpose financial report, to serve 
the special purpose requirements of 
the determination of book value as 
contemplated. 


Bookkeeping System Variations - 
Systems vary from company to com- 
pany for a great many reasons, the en- 
lightenment of the owners and _ their 
accountants, complexity and size of the 


business, and tax considerations, among 
others. 


_. 








“Your suggestion could be very profitable 
to us, Ferguson — provided we can persuade 
our competitors to adopt it!” 





Cash basis system — It is character- 
istic of this system that assets and lia- 
bilities are recorded at the time 
created but when cash or property has 
been received or paid. Thus a balance 
sheet on a cash 


not 


would not dis- 
close trade accounts receivable or lia- 
bilities. A valuation, strictly per the 
books, would be low or high, dependent 


basis 


on whether an excess of assets or lia- 
bilities was unrecorded, but rarely right. 

The cash basis is utilized by small 
companies mainly, but some fairly large 
ones also use it because they think it 
is simple in functioning or that it has 
income tax advantages. 


Accrual basis system—By this method 
assets and liabilities are recorded as 
created, regardless of when the trans- 
actions are completed by the payment 
of cash or property. However, some 
transactions are indefinite as to amount 
and date. Many assets are uncertain of 
actual realization, where involved in 
lawsuits. Even if assets are properly 
recorded, there is no certainty how 
much will ultimately be realized in cash. 


Thus, even the most sensitive accrual! 
basis cannot possibly assure the timely 
and correct recording of every asset and 
liability as of a certain date. Accounts 
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are fluid and, in a going concern, it is 
no easy matter, and in most cases im- 
possible, to draw a line as of a certain 
date and obtain a highly accurate 
“photo shot” of the financial position. 
It therefore follows that this bookkeep- 
ing condition carries over to balance 
sheets, no matter how carefully pre- 
pared. Opinions, estimates, and judg- 
ments play’ an important role in ac- 
counting and in financial statements. 


Hybrid cash and accrual systems — 
An accrual basis system may contain 
some cash basis aspects, and vice versa. 
There are instances where 
recorded when 


income is 
earned, not when col- 
lected, yet expenses are recorded not 
when incurred but when paid. Many 
professional firms follow this pattern, 
as do some commercial companies, be- 
cause it has practical advantages. 
Specialized systems—Specialized and 
individualistic systems of bookkeeping 
and reporting have been developed as 
company managements demanded more 
exacting and timely information. Cer- 
tain industries, by their very nature, 
have accounting policies which may 
make it impossible to determine book 
value without significant adjustments, 
e.g. heavy construction and installment 
sales companies. Virtually every indus- 
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try has some peculiarity which distin- 
guishes its bookkeeping methods from 
those of others — all of which militates 
against generalizations about book 
value. 


Impact of Accounting Policies 
on Book Value 


Accounting policies too can vary 
widely, creating substantial differences 
in book value, yet they may be quite 
defensible and in accord with accepted 
standards, A most simple illustration is 
the various options a company has in 
choosing its depreciation basis (dis- 
cussed later in more detail). The larger 


the depreciation provision the lower 
becomes the book value of the subject 
assets. A coincidental effect of the larger 
depreciation provision is a reduction in 
the income tax expense for the year, 
thereby increasing cash and _ surplus. 
Yet this tax benefit, in a sense, is only 
a borrowing from a future year. 

Some of the important accounting 
policies, or methods of accounting, 
which may have a material bearing on 
book value, are briefly reviewed below. 


Depreciation 


Optional methods of taking deprecia- 
tion are: 
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1. Special amortization privilege 
for defense facilities. 


2. Accelerated rates. 
3. Straight line method. 
4, Unit production method. 


5. Other methods suitable to spe- 
cialized needs. 


Accelerated depreciation was given a 
great stimulus by enactment in the 1954 
Internal Revenue Code of several new 
privileges that permit acceleration in 
the early years of property ownership. 
This is a temptation hard to resist and 
as a result plants and equipment will 
be written down more quickly than be- 
fore, and book value will be brought 
down correspondingly. 


Inventory Valuation Policies 


Common methods of valuation are 
rather numerous, e.g.: 


Cost, first in—first out (FIFO). 
Cost, last in—first out (LIFO). 
Average cost. 

Direct (marginal) cost. 

Base stock cost. 


Cost (as defined) or market, which- 
ever lower. 


Retail method (a form of cost). 
Market price or replacement cost. 


Each method will obviously produce 
a different inventory valuation and each 
one may be entirely defensible. Where 
large inventories exist it is not uncom- 
mon to find several valuation bases in 
existence, each applying to a different 
segment of the inventory. 


There may even be variations in the 
usual components of inventory value 
which are materials, direct labor, and 
allocable factory overhead. Some com- 
panies, improperly, fully exclude fac- 
tory overhead. Others use the “direct- 
costing” method which excludes only 
a part, namely the fixed costs, of the 
overhead. In a large inventory the vari- 
ations may have most significant effects 
on book value. 


Many companies have adopted the 
LIFO method as a protection against 
cyclical fluctuations in commodity 
prices. In instances where inventories 
are so valued the book amounts may 
be considerably lower than their cost 
and replacement value. Should book 
value in these cases necessarily be the 
book amount, without adjustment to 
reality ? 

Profitable companies are usually very 
conservative in their valuations of in- 
ventory. This makes sense, particularly 


(Continued on page 478) 
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Is it Income or Principal 


Allocating Yield from Property Consumed in Administration 


W. LANE ABERNATHY 


Assistant Trust Officer, First American National Bank, Nashville, Tennessee 


ERHAPS NO PROBLEM OF AN EXECU- 
pe is more common than that of 
allocating the probate income among 
the various beneficiaries. Statutes have 
been enacted by several states to clarify 
the question, but the statutory trend is 
a recent development and has not been 
widely accepted. Several cases of first 
impression have been reported in the 
last ten years in which the courts have 
sought to interpret and apply the rules 
of law established by other jurisdic- 
tions where the issues have been more 
long standing and the answers more 
settled. 


It should be that the 
time from which interest or income ac- 
crues to a legatee and the time at which 
he can demand payment do not neces- 
sarily coincide. The mere fact that the 
testator may direct distribution of trust 
income “after” the payment of admini- 
stration charges or “after” the lapse 
of a certain period of time does not 
necessarily alter the legatee’s right to 
receive the income arising from a dif- 
ferent date. The question is more the 
postponement of the enjoyment of in- 
come rather than the vesting of the 
right thereto. The Uniform Principal 
and Income Act does not govern the 


remembered 


allocation of income earned during ad- 
ministration, and only the states of IIli- 
nois and Virginia have modifed this 
uniform act to specifically cover the 
allocation of such income. Of course, 
the whole question presupposes a failure 
of the testator to adequately express his 
intent, for where such testamentary in- 
tention is clear and unequivocable, the 
fiduciary has no problem. 


When a testator leaves his residuarv 
estate in trust, income to a desienated 
beneficiary for life or for a period of 
years with remainder over, the problem 
of allocating the income earned on the 
trust fund (net residue) during the pe- 


This article, requested by the editors, is based on 
a chapter in the author’s thesis accepted last year 
for the A.B.A. Graduate School of Banking at Rut- 
gers, under the title “Allocation of Income Earned 
During Administration.” 
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riod of administration is not too diff- 
cult. The great weight of authority sup- 
ports the life tenant’s contention that 
he is entitled to this income earned on 
the residual estate from the date of the 
testator’s death, for it can be safely 
presumed that the testator intended to 
favor the “first taker” over the 
remote remaindermen. If the residuary 
bequest in trust is for the maintenance 
and support of the testator’s family, or 
if the testator stood in the position of 
loco parentis to the life tenant, the case 
is even stronger that this income should 
be distributed as income by the trustee 
to the life tenant. 


more 


Income on Disposed of Assets 
I 


and 
complicated of all allocation problems 
concerns the income earned on probate 
assets which were used by the executor 
for the payment of debts, taxes, legacies 
and administration expenses. 


Perhaps the most troublesome 


To illustrate the problem, let us as- 
sume that the testator’s estate consisted 
entirely of stocks and bonds valued at 
$500,000. The will provided $50,000 in 
pecuniary legacies and direcied that the 
residue of the estate be placed in irust 
with income payable to the widow for 
life, and at her death the corpus be 
delivered to a designated chariiy. One 
year after death, the executor raised 
$200,000 from the sale of the securities 
to pay the $50,000 pecuniary bequests 
and to liquidate debts, taxes and admin- 
istration charges in the amount of 
$150,000, thereafter delivering the re- 
maining securities valued at $300,000 
to the trustee. 

During this intervening period the 
probate assets had earned an average 
of 5%, ie., $25,000. Of this income 
$15,000 arose from assets which were 
later delivered to the trustee and consti- 
tuted the trust corpus, and $10,000 was 
derived from assets which the executor 
used to liquidate the pecuniary legacies 
and administration charges. As indica- 
ted above, the life tenant would be en- 


titled to the $15,000 income earned from 
the testator’s death on those securities 
which eventually composed the trust 
estate. But who is entitled to the $10.. 
000 income derived from assets which 
were sold by the executor and thus never 
became a part of the trust estate? Is 
this amount of probate income also 
trust trust 
both? 


There is no one answer to this ques- 
tion applicable to all jurisdictions and 
the fiduciary find a_ solution 
through a thorough examination of each 
particular fact situation and the proper 
application of the pertinent law. There 
is no dirth of case law on this particular 
point, but if the issue has not been 
definitely settled in his jurisdiction, the 
trustee would certainly be justi%ed in 


income or is it corpus, or 


must 


seeking judicial instructions. Since the 
life tenant and remainderman have con- 
flicting interests in this portion of pro- 
bate income, the trustee can ill afford 
to chance an improper allocation. 


Three Rules 


Although the English common law 
has been adopted as the law of most 
American states, a great variance olf 
opinion has arisen, oftentimes wiih the 
court of one state severely criticising 
the court of another. Three views have 
been formulated on this problem 0° 
allocating the income earned on asset; 
consumed by the discharge of estate lia 
bilities, namely, the English rule, the 
New York rule, and the Massachusetts 
rule. The English and New York rules 
are somewhat similar and have been fre 
quently confused by the courts. 


English Rule 


The English rule was enunicated in 
1867 in Allhusen v. Whittell (4 Eq. 
295). Lord Hatherly held that the life 
tenant ought noi to receive the income 
from those assets wanted for the pay- 
ment of deb's, because they never be- 
came residue for delivery to the trustee. 
This decision turned on a strict defini- 
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tion of the term “residue” for in this 
court’s opinion what was liquidated and 
ysed to pay debts and legacies did not 
constitute a portion of the residuary 
estate, to the income of which the life 
tenant was entitled. In other words, the 
residue was determined after the pay- 
ment of all estate obligations, and it 
was only from the final “clear residue” 











that the life tenant’s income was de- 
rived. However, to determine the “clear 
residue” the English rule would not 
automatically convert the entire $10,000 
of probate income in our illustration to 








trust corpus, but would apportion it be- 
tween trust and trust 
The method employed would be that 
presently adhered to by the Restatement 
of the Law of Trusts, Sec. 234, com- 
ment g: 





income corpus. 












“To the extent to which the income 
received by the executor during the 
period of administration is derived 
from property which is subsequently 
used in paying legacies and discharg- 
ing debts and expenses of administra- 
tion, and has not been applied to the 
payment of interest on such legacies, 
debts and expenses, the trustee is en- 
titled to receive the same, but it 
should be added to principal and not 
paid to the beneficiary entitled to 
income. 


“A proper method of determining 
the extent to which legacies, debts 
and expenses of administration should 
be paid out of principal is by ascer- 
taining the amount which with inter- 
est thereon at the rate of return re- 
ceived by the executor upon the whole 
estate from the death of the testator 
to the dates of payment would equal 
the amounts paid. This amount is 
charged to principal and the balance 
of the amount paid is charged to 
income.” 

























Thus, from our illustration, assuming 
the return investments, the 
§200.000 of estate liabilities paid at the 
end of one year would be considered 
as paid by $190,476.19 of principal and 
$9.523.81 of the $10,000 probate in- 
come. The $190,476.19 amount is ob- 
tained by dividing $200,000 by 1.05. 
Thus of the $10,000 probate income in 
question, $9,523.81 is allocated to prin- 
cipal and $476.19 is payable to the life 
tenant as income. (Scott on Trusts, Sec. 
234.4.) . 

One can readily foresee the difficul- 
ties of computation under the English 
tule where estate assets with varied 
yields are liquidated at various intervals 
during the period of administration. 
This complex method of apportioning 
the income creates an additional prob- 
lem for the trustee and is difficult to 
apply. Even Lord Hatherly admitted 
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that in some cases he could see that 
his formula would be quite complicated. 


New York Rule 


The New York court was presented 
with a similar problem in Williamson v. 
Williamson, (6 Paige 298-1837) in 
which Chancellor Walworth reviewed 
the English cases and reiterated the doc- 
trine that the life tenant is entitled to 
the income of the “clear residue” as 
computed from the time of the testator’s 
death. The New York court accepted 
the English method of capitalizing the 
income earned on the fund charged 
with the payment of estate liabilities, 






















FIRST COTTON 
GROWN IN 
SOUTHERN 

CALIFORNIA 


Although cotton was first brought 
to California by the padres in early 
mission days, no commercial plant- 
ings were made until 1909. On 
September 18 of that year the first 
load of cotton from the 300-acre 
Wilsie Ranch in Imperial Valley 
was delivered to the region’s newly 
constructed gin. At that time this 
Bank already had established its 
Trust Service. 


but in a later New York case, the court 
departed from this method and held 
that “to ascertain the amount of a gen- 
eral residue, all the income of the estate, 
not otherwise disposed of, must be added 
to the residue.” (Matter of Benson, 96 
N. Y. 499, 511-1884). 

This was straight capitalization and 
a victory for the remainderman. The 
courts following the English and New 
York “clear residue” rules reason that 
the income from probate assets used to 
liquidate administration charges is not 
the but income 
from assets which never became residue 
because given to other uses. Thus, that 


income from residue, 
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income is a part of the residue since it 
is not otherwise disposed of. 


Applying the New York rule to our 
illustration, the court would transfer to 
trust corpus the entire $10,000 income 
arising from the assets used to meet 
administration charges and the life ten- 
ant would receive only the $15,000 in- 
come from the “clear residue.” 


At one time Connecticut followed the 
New York rule and a strict definition of 
the term “residue” comes from the case 
of Stanley v. Stanley, (108 Conn. 100, 
142 Atl. 851-1928) : 


“ ‘Residue’ is that portion of an es- 
tate which remains after the payment 
of debts, legacies, and administration 
charges, and includes all void and 
lapsed legacies and income and ac- 
cretions of estate which are undis- 
posed of and all parts of estate not 
otherwise distributed by will.” 


Massachusetis Rule 


The Massachusetts courts have flatly 
refused to follow the English and New 
York decisions and after a series of 
cases in which the points of law were 
discussed as dicta, the Massachusetts 
court then cited its own dicta as author- 
ity and squarely held that the life ten- 
ant was entitled to all income arising 
from the date of death on those assets 
to meet administration charges. The 
Massachusetts rule is based on two 
premises: (1) that the residue is formed 
at the date of the testator’s death, sub- 
ject to the payment of debts and other 
charges, and (2) that had the testator’s 
attention been directed to the distribu- 
tion of this particular income he would 








have expressed the desire that it should 
inure to the benefit of the first life 
beneficiary. To follow the English and 
New York rules would take benefits 
away from the first object of the testa- 
tor’s bounty and accumulate them for 
more remote remaindermen. 


The Massachusetts rule has in its 
favor simplicity and ease of accounting 
for the trustee, aside from the issue of 
testamentary intent. Thus, in our illus- 
tration, the life tenant would receive 
under the Massachusetts rule not only 
the $15,000 income derived from trust 
assets, but also the $10,000 income 
earned from those funds used to meet 
administration liabilities. 


Best Rule? 


With the fundamentals of the three 
rules before us, can we assert one rule 
to be preferable to the others? There 
can be no question but that the English 
rule is logically and mathematically 
more sound, based on its strict defini- 
tion of the term “residue.” Although 
some authorities assert the English rule 
to be the majority view in this country 
(most such statements were written be- 
fore the modern statutory trend), the 
Massachusetts rule is to be preferred if 
any consideration should be given to 
the testator’s natural intent and pur- 
pose in providing for the first life ten- 
ant. Also, from a trustee’s standpoint, 
the simple method of accounting under 
the Massachusetts rule, giving all the 
income to the life tenant, has unques- 
tionable merit. 


The New York rule no longer con- 

















ROCHESTER, N.Y. AREA 
20 OFFICES 


Trust Department Assets Over $296 million 


LINCOLN ROCHESTER 


in the 








TRUST COMPANY 





Member Federal Reserve System 


Member Federal Deposit Insurance Corporation 

























trols in that state due to the 1931 stat. 
ute (New York Personal Property Law, 
Section 17(b) ) which overruled the 
Williamson and Benson cases and {ol- 
lowed the Massachusetts rule. Both 
Maryland and Connecticut by statute f 
have reversed the holding of several 
cases which followed the English rule 
and had criticized the Massachusetts 
rule as being unsound. Not only do 
these statutes adopt the Massachusetts 
rule for those particular jurisdictions, 
but their enactment also has strongly 
influenced courts of other jurisdictions 
to follow the Massachusetts rule. For 
instance, the courts in North Carolina. 
Ohio and Tennessee have taken judicial F 
notice of the New York statute abroga- [J 
ting the English rule established by its 
courts, and considered this change as 
indicating that the Massachusetts rule 
had been approved by experience as 
being more reasonable and practical. 


As one law review author has com- 
mented (37 Harvard Law Review 250.- 
1923), “whatever else he (testator) 
would have intended, there is small 
chance that his mind would have con- 
ceived the subtle niceties of the English 
rules.” 


Research fails to reveal any pertinent 
law in over half the American states. 
Some courts follow the “clear residue” FF » 
doctrine but do not indicate whether ip 
they advocate the New York or English FF » 
rules for apportioning probate income. F) in 
From his investigation this writer is |) di 
of the opinion that the following juris- |7 bl 
dictions adhere to the “clear residue” |} »: 
doctrine of the English and New York |} ai 
rules: it 


District of Columbia, Georgia, IlIli- 
nois, Indiana, Kentucky, Nebraska, New 





Hampshire, New Jersey, Oregon, Wis : 
consin. sii 
. 5a 

The following adhere to the Masse 
chusetts rule: : 





Connecticut, Maryland, Massachi- 9}, 
setts, New York, North Carolina, Ohi, | 
Pennsylvania, Rhode Island, Tennesse:, 
Virginia. 
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@ Charles B. McCaffrey, Director of Ad 
vanced Underwriter Training for North. 
western Mutual Life Insurance Co. ani 
widely known lecturer on estate matters, | 
has been appointed editor of Query, the 
monthly public relations periodical for 
members of the American Society of 
Chartered Life Underwriters. Mr. Me- 
Caffrey has an M.A. degree from Uni- 
versity of Pennsylvania and an L.L.3. 
from Harvard Law School. 
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DIRECTOR AID & NEW HORIZONS 


VIRGINIA TRUST MEET HIGHLIGHTS 


RUST BUSINESS RANKS WITH THE 

leading industries as to excellence 
of growth prospects, in the opinion of 
geakers at the one-day meeting of 85 
\irginia trustmen in Roanoke on April 
9, Attainment of the potential new 
lusiness, however, is too often ham- 
| pered by lack of trained staff and the 
burden of administrative detail on the 
shoulders of executives and assistants 
| with executive capabilities. 


The resulting hen-and-egg situation 
can most effectively be relieved, it was 
pointed out by all on the “New Horiz- 
os” panel, by encouraging directors 
of the bank to appreciate the opportun- 
ity trust services offer for greater use- 
fulness to the bank’s best customers. 
8. C. Baldwin, Jr., confirmed this in 
) yecifics in his talk, reported at p. 422, 
and urged trust officers not to be timid 


» in asking their cooperation. 


PAN a 


25 oe aNenen FRU Oe 


| Also remarking the difficulty of per- 
; wnal solicitation of the many prospects 
wailable, Morley Alexander, vice presi- 
© dent of The Purse Company at Birming- 
hm, described the functions of direct 
mail, correspondence and _ illustrative 
printed material both in educating lay- 
men to the value of trust services and 
}in smoking out of open-minded imme- 
diate prospects. But, he advised, don’t 
blow hot-and-cold; organize your cam- 
paign on a long-range basis, with the 
aid of professionals in this field, direct 
it to the cream of the list first if you 
}vish (to assure capacity for prompt fol- 
low-up), but keep the program going. 
After all, trust business is partly self- 
liquidating and tomorrow’s accounts 
and earnings come from today’s efforts. 


' Selected staff members—the safe de- 
) posit custodian, tellers, etc.—as well as 
bank officers and directors, can origi- 
J tate useful contacts, provided they have 


fl 
i 








}@picture of the things trusteeship can 
®*complish and provided they get credit 
Gfor such efforts. In support of this 
slatement, G. T. Lumpkin, Jr., trust 
Golticer at the Raleigh (N.C.) office of 
Wachovia Bank & Trust Co., cited the 
Success of their Will-of-the-Month Club. 


Regarding the other key-influence 

stoups, he remarked that the life insur- 
yece man could be a_ trustee’s best 
Pend, or ineffective and time-consum- 


Png, depending on whether the trust 
Plicer and he arrived at adequate un- 
Perstanding of each other’s contribu- 
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tions, and personal friends were not 
run in between mutual contacts. . . 


The accountant’s word, Mr. Lumpkin 
added, carries much weight, but trust- 
men must tell him and stand behind a 
policy of using his services when need- 
ed on tax, business and property ac- 
counting matters. . . . Lawyers may be 
most cooperative or most difficult, again 
often depending on their understanding 
of bank policy in retention for legal 
matters, as apart from the business, in- 
vestment and administrative functions 
which take up so much time—and gen- 
erally at lower base of compensation. . . 
But a satisfied customer is still No. 1 
in the book. Keep your beneficiaries ad- 
vised of what goes on and counsel with 
them—they hold the key to much busi- 
ness you d like to retain. In any event, 
help all these people “to feel bigger 
and to accomplish the aims toward 
which your service too is directed.” 


Pension and_ profit-sharing _ trusts 
offer one of the most fruitful fields for 
development, as do living services such 
as short-term trusts and investment 
management, the conference brought 
out. . . The stock market is not out of 
line on a times-earning or dividend 
basis, except as viewed against the in- 
creased quotations compared with the 
last few years, in the opinion of Ro- 
bert H. Daniel, vice president of First 
National Exchange Bank of Roanoke. 
The 14-1 p/e ratio now, he pointed out, 
compares with 19 in ’29, 17 in *37 and 
15 in *46. We hear much about the 
“annual growth factor” but, he very 
pertinently commented, let’s not be 
deluded that population increase has 
a built-in accelerator; China and India 
have had that kind of growth for gen- 
erations. It is the technological advances 
in productivity and new products, born 
of greatly expanded research work, that 
bring economies and new consumer 
wants—and expended payroll. . . 


Mr. Daniel also cautioned against 
overpaying for anticipated earnings, 
even in popular “best-sellers,” but ex- 
pressed confidence that, subject to tem- 
porary readjustments—as for the cur- 
rent credit squeeze, the future looked 
progressive in jobs and industry, and 
with both political parties committed 
to programs that encourage some in- 
flation, the Dow-Jones average (for 
want of a better) could go to 600 and 


bear a yield of 444% against the cur- 
rent 4.1%. Just don’t pick stocks that 
may go down next year as 273 of the 


1,023 on the Big Board did this year! 
& @- Ss 


Georgians Present Varied 
Trust Program 


The annual Trust Conference spon- 
sored by the Georgia Bankers Associa- 
tion Committee on Trust Affairs was 
held at Atlanta on April 27, with chair- 
man Virlyn B. Moore, Jr., trust officer 
of Fulton National Bank, presiding. 
“Farm Property as a Trust Asset” was 
the subject of the opening address by 
Ned E. Crowe, assistant trust officer, 
First National Bank and Trust Co., Ma- 
con. He was followed by attorney Pope 
F. Brock who dealt with the question 
“To Exercise or Not to Exercise Discre- 
tion.” 


“Fundamentals of a Trust Depart- 
ment Cost Study” were discussed by 
Harvey Hill, vice president and general 
trust officer of Citizens & Southern Na- 
tional Bank, and Ray B. Wilhoit, trust 
officer of Trust Company of Georgia. 
Mr. Wilhoit reviewed the details of the 
study made of his department nearly a 
decade ago (see his article in Aug. 1948 
T.&E., p. 99) which revealed that fees 
for estate administration were gener- 
ally adequate while those for testamen- 
tary trusts, agencies and other types of 
accounts were usually insufficient. Armed 
with cost data, the officers succeeded in 
increasing fees on existing business, and 
through the years the information has . 
been valuable in obtaining new business, 


Mr. Wilhoit concluded. 


At the afternoon session a panel held 
forth on “Current Problems in Trust 
Investments.” Participants (all of At- 
lanta) were Norman S. Welch, assist- 
ant vice president, Trust Company of 
Georgia; James F. Milhous, vice presi- 
dent, First National Bank; Frank E. 
Block, trust officer, Citizens & Southern 
National Bank; and Charles W. Wray, 
trust investment officer, Fulton National 


Bank. 


The closing feature was a panel on 
“Recent Developments in Estate Plan- 
ning Councils” with representatives 
from the Councils in Albany, Atlanta, 
Augusta, Columbus and Macon. 


A A A 


@ Sweden’s trade unions, in a combined 
fight against inflation, agreed to fix wage 
increases at a maximum of 3.7% for 
1956 and to work for a production rise 
of at least 4%. The unions acted with- 
out any government interference. 
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VALUATION OF ASSETS 
for Jelwal x = iy UNnposes 


C. W. HUGHES 


Van Riper, Williams, Hughes & Larson, Attorneys; Dodge City, Kansas 
Formerly Field Agent of Bureau of Internal Revenue 


EVENUE RULING 54-77, C. B. 1954-1, 

187, is probably the most compre- 
hensive and practical discussion of val- 
uation is to achieve a minimum of tax 
sembled by the Internal Revenue Ser- 
vice. It is a starting point for any study 
of valuation problems. 


The practical problem in asset val- 
uation is to achieve a minimum of tax 
liability within the limits permitted by 
law. It is unsound to strive for a con- 
servative appraisal on depreciable prop- 
erty if the estate tax bracket is low and 
the heirs are all in high income tax 
brackets. There is a natural tendency to 
be more conservative in arriving at ihe 
value of real estate which it is known 
will be retained by the heirs, than in 
arriving at the value of real estate which 
will be ultimately sold. If property is to 
be sold by an estate, the problem of val- 
uation may be simnly solved by a Bur- 
eau “rule-of-thumb” to the effect that 
sale within a year of the valuation date 
tends to establish fair market value. Of 
course, this rule has numerous excep- 
tions, of which listed stock is one. 


Another practical consideration in the 
valuation of a decedent’s estate is 
whether to use date of death value or 
the optional valuation date. If the latter 
date is used, there is a constant problem 
of valuation during the year following 
date of death, since a value may be 
fixed as of a particular date within the 
period by distribution or by their sale 
of certain assets. It is not unusual for an 
estate to have assets such as_ stocks, 
which are increasing in value, even as 
other property in the estate is declining 
in value. If the optional valuation date 
is used, it is quite likely that the stock 
was distributed while the declining as- 
sets were retained in the estate. 


Many factors not referred to in court 
decisions or revenue rulings may affect 
the valuation of some assets. One of the 





From address before Kansas Bankers Association 
Trust Conference, March 29, 1956. 
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most frequently encountered practical 
problems in Western Kansas, for ex- 
ample, is encountered in the appraisal 
of land. Small estates, almost without 
exception, value real estate on the basis 
of the highest sale occurring within the 
area. The theory behind such high val- 
uation is that it costs little or no estate 
tax since the estate is small, and in the 
event the land is sold, the high basis 
will save or eliminate income tax. If 
several such high returns have been 
filed, there is a natural tendency on the 
part of the internal Revenue Service to 
feel that such values are representative 
of fair market value of all land in that 
area. The problem is to establish “fair 
market value” against the higher values 
declared by estates with little or no tax 
to pay. 

Actually “fair market value,” as it 
applies to most property, is not a single 
price but a range of prices within which 
most transactions in such property oc- 
cur. It is a fact which cannot be de- 
nied, that the higher the price of the 
property involved, the greater the range 
of prices constituting “fair market 
value.” 


Valuation of Real Estate 


In the valuation of real estate, the 
principal factors among numerous others 
to be taken into account are: 1. Opin- 
ion evidence, 2. actual sales of similar 
property on or about the valuation date, 
3. the capitalization of gross rentals in 
the case of other than farm properties, 
and 4, the actual sale price of the proper- 
ty if sold within a year of our valuation 
date. 


The appraisers, who of course should 
be competent individuals with a good 
reputation and experience, should give 
consideration to sales, to the income 
from the properties, to its condition and 
to all other facts which might be reason- 
ably considered. They should realize that 
they may be called upon to testify in 
support of their appraisals. Appraisers 


should not return the property at as- 
sessed value unless assessed value js 
“fair market value.” 


In order to be in a good defensive 
position, it is often wise to gather afl- 
davits from other competent individuals 
in the area where the properties are lo- 
cated, to support the official appraisal. 


If the estate is in a high tax bracket, § 


a tabulation of all sales of similar real 
estate for the period one year prior to 
valuation date through one year sub- 
sequent to the valuation date should 
probably be secured and studied, par- 
ticularly if the real estate involves farm 
lands in an area where comparatively 
few sales have occurred. An analysis of 
the sales will often establish that those 
three or four sales upon which a bu- 
reau representative may rely. were each 
to adjoining land owners, or to fill out 


a section, or for some special purpose, | 
and occurred at a premium, the pur J 


chaser being the only person in_ the 
whole area who would pay any such 


price for the property. Such sales today | 
are no more evidence of fair market | 
value than were the forced sales in the | 
30’s, which the bureau refused to recog: | 
nize on the grounds that they were no § 


evidence of fair market value. 


Commerce Clearing House Feder } 


Estate Tax Reporter comments (1 
1201.05): “Generally, expert testimony, 


market activity, local sales, rentals ard 
recent mortgages are important in esta) § 
lishing value, where the same valuatia 


can be obtained by the use of two « 
more of such factors, while the locil 
tax assessment values, or only one ¢ 
the above facts, will frequently not carn 


sufficient weight to establish valuatio®y 


contrary to that set by the Bureau’ 
However, if it can be shown that ther 


is a uniform ratio of assessed value t§ 
selling price, then assessed values mai 


be quite useful. 


Over the years many apparently cor 
flicting decisions were handed down, 1) 
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which the court held in some instances 
that a fractional interest should be val- 
yed at its aliquot portion of the value of 
the entire parcel (2 BTA 696) and then 
in another case held a discount (in one 
instance 15%) should be allowed a 
fractional interest (31 BTA 201). A re- 
cent case is Est. of C. S. Herter, 13 TCM 
123, (1954) in which a fractional in- 
terest was found to be worth less than 
its proportionate part of the total value. 
The Tax Court in opinions reported at 
5 TC 488 and 6 TCM 400 has also per- 
mitted the reporting of an undivided in- 
terest at less than its aliquot portion of 
the whole value. 


In summarizing, it may be said that 
the valuation placed upon real property 
by expert witnesses, and sales of similar 
property in the area around the valua- 
tion date, generally carry the greatest 
weight. 


Valuation of Securities 


Notes and mortgages will ordinarily 
be valued at face plus interest accrued 
to the valuation date. 


Listed stocks and bonds are reported 
for estate or gift tax purposes at mean 
of market on the valuation date. If there 
were no sales, the mean of bid and ask 
prices is sometimes used. In the case of 
unlisted stocks and bonds of other than 
closely held corporate stocks, mean of 
over-the-counter sales as of the valuation 
date is used to determine fair market 
value for estate or gift purposes. 


Sometimes the mean of last sale be- 
fore the valuation date and first sale 
after valuation date can be used where 
market transactions are few. Usually a 
good bond dealer can furnish the name 
of a specialist who can afford a com- 
petent appraisal for unusual stocks or 
bonds, 


Closely Held Stock 
Under the prior code, in valuing 
closely held corporate stock, in addition 


_ 


to all other factors, the value of stock 
of corporations engaged in the same 
or similar business and which have their 
stock listed on one of the exchanges, 
was considered. This factor is still worth 
introducing and is often overlooked by 
appraisers. Too often both appraisers 
and Internal Revenue Service represen- 
tatives attempt to settle a stock’s value 
at book value. Yet many stocks sell at 
only a fraction of book value. Book 
value is but one factor to consider and 
should not be over-emphasized — par- 
ticularly if fair market value is probably 
a lesser figure. We frequently encounter 
valuation problems in small town bank 
stocks and in family held corporations. 
There is a common tendency on the part 
of appraisers and government estate and 
gift tax agents to over-emphasize the 
earning and dividend factors in connec- 
tion with unlisted stocks. A study of 
the market price of bank common stocks 
as compared to book values is of sub- 
stantial value in many cases. 


If the death of the key man in the or- 
ganization is the occasion for the valua- 
tion, that factor should be brought out. 


A factor frequently ignored is ihe 
element of minority and majority stock. 
Stock in a closely held company, which 
is part of the majority stock, is worth 
more than minority held shares since 
they are able to control salary and to de- 
termine the dividend and other policies 
of the company. The recent case of 
Whittemore v. Fitzpatrick, 127 F. Supp. 
710, (1954) is a landmark on the fore- 
going points. The court found that per 
share value based on assets (book 
value?) was $3,118, that the per share 
value with voting control was $1,559, 
and per share value without voting con- 
trol was $1,057, approximately one-third 
of the per share value based on assets. 


Closely related to the question of 
whether the stock is a minority or ma- 
jority interest in the company is the 
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element of blockage. Since ihis element 
is present infrequently we will merely 
refer to the published 14th Annual In- 
stitute on Federal Taxation of New York 
University (1955). The courts have 
quite consistently valued stock in a close- 
ly held corporation to be worth less than 
the proportionate share of the value of 
the corporation’s underlying assets. This 
has resulted in numerous incorporations 
of operating and investment companies 
in connection with estate planning. 
Other elements which may affect se- 
curities in closely held corporations in- 
clude pooling agreements, and other re- 
strictive agreements or options under 
which the stock must either be first of- 
fered to the other stockolders or to the 
issuing corporation before it can be 
sold. Again we suggest that Rev. Rul. 
54-77, C. B. 1954-1, be consulted, as well 
as the rulings referred to therein. That 
ruling in Section 8 states in part “where 
shares of stock were acquired by a de- 
cedent subject to an option reserved by 
the issuing corporation to repurchase 
at a certain price, the option price is 
usually accepted as the fair market value 
for estate tax purposes.” After citing 
Rev. Rul. 54-76, C. B. 1954-1, the ruling 
continues “However in such case the 
option price is not determinative of fair 
market value for gift tax purposes.” If 
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a stockholder can dispose of the stock 
during his lifetime, the option being ef- 
fective only at his death, then the fair 
market value for estate tax purposes is 
not limited to the option price. 


If a contract specifies a price at which 
certain stock must be offered, this factor 
must be considered by the Internal Rev- 
enue Service in arriving at fair market 
value even though the option price is 
not determinative. Pooling agreements 
may disclose that the stock which is to 
be evaluated is part of the majority in- 
terest or part of the minority interest. 
If the pooling agreement is about to 
expire, and the management has been 
successful during the period of the 
agreement, this factor may well be 
adverse to the stock’s value. 


Regulations 105, Sec. 81.10 (c), which 
are effective until those under the 1954 
Code are completed, enumerates the fac- 
tors to be considered in valuation of 
closely held stocks as follows: The com- 
pany’s net worth, its earning power, 
dividend paying capacity and _ other 
relevant factors including the value of 
securities of comparable listed compan- 
ies. In our opinion there should be 
added the factors of liquidation value of 
blockage, majority and minority shares, 
restrictive covenants and options where 
they exist, pooling agreements if any, 
the status of key personnel, and avail- 
ability of a market, in order that we 
have a more representative group of 
factors which ordinarily should be con- 
sidered, whether they are or not. 


if the amount of tax involved is sub- 
stantial, there should be no hesitation 
in using valuation specia! sis. There are 
several companies throughout the United 
States who are specialists in the matter 
of valuation. The Philip P. Masterson 
Company of New York, we understand, 
engages principally in estate iax valua- 
tions. Standard Revision Consulstants, 
Inc., an affiliate of Standard and Poor’s, 
specializes in estate tax valuation of 
closely held corporate stock. The Amer- 
ican Appraisal Company of Chicago does 
appraisals for estate tax and other pur- 
poses. Sometimes the services of a spe- 
cialist are a necessity if correct judg- 
ment is to be obtained. 


Section 115(g)(3) Dilemma Out 


Section 303 of the 1954 Code provides 
for redemption of stock in a closely held 
corporation for payment of death taxes, 
and for payment of funeral and admin- 
istration expenses, without such redemp- 
tion being treated as a dividend if the 
value of all the stock included in the 
gross estate is more than 35% of the 


value of the gross estate or more than 
50% of the taxable estate. Section 303 
(b) (1) (B) contains an addition to the 
Code which eliminates entirely one 
dilemma occasionally met by executors 
and their tax attorneys under the old 
law: 


“If a petition for redetermination of 
a deficiency in such estate tax has § 
been filed with the Tax Court within 
the time prescribed in section 6213, at 
any time before the expiration of 60 
days after the decision of the Tax 
Court becomes final.” 


Under the 1939 Code, Section 115 
(g) (3) required distributions io be 
made “within the period of limitations 
for the assessment of estate tax provided 
in section 874(a) (determined without 
the application of section 875) or with- 
in 90 days after the expiration of such 
period.” If the Commissioner sought to 
impose a deficiency and an appeal was 
taken to the Tax Court, it was not un- 
usual for the decision to be delayed be- 
yond the time for making the distribu- 
tions this If the 
taxpayer won his case but had made dis- 
tributions to cover the deficiency, then 
the excess distributions were taxable as 
ordinary dividends. If the distributions 
were not made and the taxpayer lost, 
then the additional stock was redeemed, 
the redemption was subject to tax as an 
ordinary dividend! This left a number 
of estates in a position where if they 
won, they lost, so far as their financial 
positions were concerned. 


under relief section. 


Now the estate has until 60 days after 
the decision of the Tax Court becomes 
final in which to make qualifying dis- 
tributions in redemption of stock, with- 
out such distributions being taxed as 
dividends. Since a Tax Court decision 
does not become final until an appeal 
is determined, if taken, the new pr- 
vision of the Code appears satisfactory. 
It does appear however, that the section 
limits the manner in which an appeal f 
can be taken. It does not appear that 
paying the tax and suing in Federal 
Court for a refund would be safe in this 
instance, and the extension of iime ap- 
parently applies only to appeals via the 
Tax Court. 


Valuation of Oil and Gas Properties 


In valuing oil and gas properties, 
there is a strong tendency, even on the 
part of the Commissioner, to get sf 
wrapped up in determining “ultimate 
recovery,” “lifting costs,” “salvage } 
value,” etc., that “fair market value” 15} 
lost in a mass of evidence. (Turn to pj 
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Where the property consists of one or 
more small royalty interests, the so- 
called “rules-of-thumb” may often be 
used. If the lease is a “stripper” proper- 
ty with an occasional well being aban- 
doned and an expected life of perhaps 
five years, then such royalty interest 
will be passed usually at two and a hali 
times the prior twelve months oil runs. 
On a “rule-of-thumb” basis, royalties 
usually figure out from two and a half to 
eight times the twelve months runs im- 
mediately prior to valuation date, de- 
pending on the age of the lease, whether 
all well locations are drilled, etc. 


On the basis of valuations actually 
accepted by the Internal Revenue Ser- 
vice there is a wide latitude in valuing 
oil and gas properties. It is wise, there- 
fore, to carefully consider in each in- 
stance whether such valuation should be 
conservative or optimistic, since in case 
the valuation is high, cost depletion may 
achieve substantial 
If the estate’s 


savings to the heirs. 
tax bracket is high and 
the heirs are in a low income tax 
bracket, a conservative value, if ac- 
ceptable to the Internal Revenue Service, 
is desirable. 


There is a substantially greater prob- 
lem where the property evaluated is a 
working interest. In every case it will 
be necessary to prepare schedules show- 
ing recovery for each month for at least 
the past year, and usually it is desirable 
to prepare such schedules for at least 
three years past. Lifting costs should 
also be computed and scheduled by 


months. Equipment investment may be 
handled either by computing the depre- 
ciation as part of lifting cost or setting 
it up as a separate item, according to 
circumstances. 


After all pertinent information has 
been gathered, the valuation may be 
worked out, if one chooses, on the basis 
of the curve established by decline in 
production, or by decline in net revenue, 
if there are no unusual factors. 


In this area a method available and 
occasionally used in valuing working in- 
terests, or highly productive royalties, is 
to secure from the company operating 
the lease its engineers’ reports on ulti- 
mate recovery. Applying today’s allow- 
ables it is possible to roughly determine 
how long the property will produce, and 
to then discount the ultimate production 
to a present value. The Engineering sec- 
tion of the Internal Revenue Service 
attaches a good deal of weight to ulti- 


mate recovery, less lifting costs. 


If the properties to be valued are ex- 
tensive and include undeveloped or par- 
tially developed leases, as well as old 
leases, it is probably well to have the 
valuing done by one of the firms spe- 
cializing in that type of work. But even 
here, one should not rely solely on the 
results of such an evaluation. 


Partnership Interests 


In most partnerships formed today, 
there exist “buy and sell” agreements, 
often implemented with life insurance, 
which make the valuation question very 
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easy, as the agreement usually provides 
either the exact amount at which the in. 
terest will pass to the surviving pait- 
ners, or sets up the formula under which 
the interest is to be valued. 


If there is no such agreement, the 
valuation problem consists principally 
of appraising the individual partnership 
assets and setting up the partner’s pro- 
portionate share on that basis. On one 
or two occasions we have encountered 
minor trouble with an agent who wanted 
to include some “going-concern” or 
“goodwill” value in a_ partnership, 
which of course is a little surprising, 
since the partnership automatically ter- 
minutes, though it may be continued un- 
der certain circumstances under the 
Federal tax laws. 


It has been our experience that where 
partners have during their lifetime made 
provision for the manner in which the 
property is to be evaluated at the death 
of one of them, such valuation is usually 
accepted, unless manifestly unfair and 
influenced by the close family relation- 
ship of the partners. 


Specialized Properties 


The most frequently encountered val- 
uation headache is the “special purpose” 
property. “Special purpose” property re- 
fers to those buildings, machines, or 
other assets, which may have great value 
when used for the specific purpose for 
which they were intended, and which 
may have had a great original cost, but 
which have no general use, and for 
which there is little or no other market 
or use. 


Basically the problem here, as with 
each other type of property we have 
considered, is to determine what the 
property would bring in a sale between 4 
willing buyer and a willing seller. The 
“special purpose” nature of the asse 
should be carefully considered, the ap 
praisers making discounts justifiable ur- 
der the circumstances. Be prepared b 
show Internal Revenue representative 
the facts with respect to all “special pur 
poses” properties, and do not overvalw 
them on the initial return. 


A A BD 


@ A Tax Institute will be held June 7-! 
at Ardmore, Okla., under the sponsor: 
ship of the state Bar Association, Society 
of CPA’s and Trust Companies Asso- 
ciation, as well as the Oklahoma City 
and Tulsa C.L.U. chapters and the Kan- 
sas-Oklahoma Division of Mid-Continent 
Oil & Gas Association. The program will 
consist of lectures on estate, gift 2! 
fiduciary income taxes, insurance 
trusts in estate planning and emplc; 
benefit plans. 
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Trust Council Activities 
Los Angeles—“The Uses of Life In- 


surance and Annuities in Profit Sharing 
Plans” were explained at the April 16 
meeting by James B. Zischke, vice presi- 
dent of Herman A. Zischke Organiza- 
tion, Inc., San Francisco, actuarial and 
pension consultants. 


Santa Clara County—Activities of the 
life underwriter in connection with pen- 
sion and profit sharing plans were dis- 
cussed at the April 23 meeting by C. 
Allan Stark of the Mutual Life Insur- 
ance Co. of New York. 


Connecticut — The Connecticut Life 
Insurance and Trust Council on March 
26 held a mid-winter institute and din- 
ner jointly with the Junior Bar Section 
of the State Bar Association of Con- 
necticut. The afternoon speaker was 
Denis Brandon Maduro, Esq. of the 
New York Bar, a specialist in estate 
planning and life insurance. In the eve- 
ning the meeting was addressed by 
George Malcolm-Smith of the Travelers 
Insurance Cos. 


New Haven—An audience of 70 lis- 
tened to Robert J. Lawthers, director 
of benefits for New England Mutual 
Life Insurance Co. at the April 19 
meeting. Probing the problems of close- 
ly held business interests, Mr. Lawthers 
in a comprehensive address discussed 
six aspects of his subject. 

Indianapolis—The Short-Term Trust 
was discussed at the April 19 meeting 
by a panel of three attorneys: Lewis C. 
Bose, H. Earl Capehart, Jr., and Milton 
Elrod, Jr. 


Des Moines — “Essential Considera- 
tions in Planning Intra-Family Farm 
Property Transfers” was the subject of 
an address by Prof. John F. Timmons 
of lowa State College at the April 2 
meeting. 

Baltimore—George Zinkhan, Jr., tax 
manager of the Baltimore office of 
Lybrand, Ross Bros. & Montgomery, 
addressed the April 17 meeting on “The 
Accountant’s Place in the Estate Plan- 
ning Team.” 

Detroit — “Fulfilling Objectives and 
Saving Taxes under the New Law” was 
presented by Samuel J. Foosaner, New 
Jersey attorney and Federal Tax Notes 
editor of TRusts AND Estates. His dis- 
cussion included wills, trusts, life in- 
surance, gifts, and other pertinent as- 
pects of the 1954 Internal Revenue Code. 
The hypothetical case of “Allen Bruce” 
—with copies of pertinent estate data 
dist:ibuted to the audience—was ana- 
lyzei by the speaker. 
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Mississippi—The Council has donated 
$250 to establish estate planning sec- 
tions in the Jackson Municipal Library 
and the Mississippi State Library in 
the New Capitol. Recently elected presi- 
dent J. W. Cocke, C.P.A., indicated 
that the fund will be used to purchase 
13 books on estate planning for the 
Municipal Library, designed primarily 
for laymen, and nine for the State Li- 
brary, intended mainly for professional 
groups, whether or not they are Council 
members. Yearly grants and necessary 
emergency grants will be made to add 
new books. The two librarians, Miss 
Pearl Sneed and Mrs. Julia B. Starnes, 
were elected honorary members of the 
Council. The book program was initi- 
ated during the incumbency of Warren 
V. Ludlam, Jr., Jackson attorney. The 
other new officers are vice president: 
M. D. Brett, president of Citizens Na- 
tional Bank of Hattiesburg, and secre- 
tary treasurer: John F. Anderson, 
Metropolitan Life Insurance Co. 


North Jersey—Rene Wormser, New 
York attorney, addressed the April 26 
meeting. 


Charlotte—The April 6 meeting heard 
an address by Joseph Trachtman, New 
York attorney and New York legal edi- 
tor of TRUsTs AND ESTATES. 


Nashville—An Estate Planning Insti- 
tute was sponsored jointly by the Life 
Insurance and Trust Council and Van- 
derbilt University on April 28. After 
introductory talks by council president 
C. D. Rippy, vice president and trust 
officer, Commerce Union Bank, the 
group heard four speakers on aspects 
of “Planning Through Life Insurance.” 
The second session, also with four 
speakers, dealt with some of the prob- 
lems that confront an executor—admin- 
istration, investments, personal effects, 


lost heirs, sale of business interests, real 
estate management, and the distribu- 
tion of assets. 


The following officers were elected: 
Pres.—Walter M. Robinson, Jr., assist- 
ant general counsel, National Life & 
Accident Insurance Co.; Vice Pres. — 
W. Lane Abernathy, trust officer, First 
American National Bank; Sec’y-Treas. 
—Arthur Reed, Northwestern Mutual. 


El Paso—“Gifts in Trust to Minors” 
was presented at the April 17 meeting 
by Grover L. Stephens, Texas attorney 
and former assistant district attorney. 


San Antonio — The “Estate Planners 
Council” has taken the place of the 
“Trust Council.” Officers elected are: 
Pres.—C. Stanley Price, C.L.U., repre- 
sentative, Equitable Life; Vice Pres. — 
Jesse H. Oppenheimer, attorney; Sec’y 
—Louis Baker, trust officer, Frost Na- 
tional Bank; Treas.—Walter R. Flack, 
C.P.A. 

Seattle—Martin O. Nelson spoke at 
the April 18 meeting on the “Valuation 
of Closely-Held Securities in the 1956 
Economy.” Officers installed for the 
coming year were: Pres.—Charles Os- 
borne, attorney; Vice Pres.—Durwood 
Alkire; Sec’y.—Edwin R. Mackay; and 
Treas.—Milton Link. 


Tacoma — “Deferred Compensation 
and Related Plans for Corporate Key 
Personnel” was presented at the April 
10 meeting by life underwriter Hugo 
Ferber. 

A A A 


E. P. INSTITUTE IN COLORADO 
@ An Estate Planning Institute will be 
conducted July 16-20 at the University 
of Colorado School of Law, Boulder. The 
series of 20 one-hour lectures will be 
given by Professor William J. Bowe of 
Vanderbilt University School of Law, 
widely known author in this field. 











Bar Honors 
Trustman 


Bart A. Brown (left), 
vice president and trust 
officer of Citizens Fidel- 
ity Bank & Trust Co., 
Louisville, receives one 
of Kentucky State Bar 
Association’s two highest 
awards for outstanding 
service to the legal pro- 
fession. Mr. Brown has 
been an instructor on 
wills and administration 
at University of Louis- 
ville Law School and has 
written and lectured ex- 
tensively on these sub- 
jects. The other award 


goes to Circuit Judge Ira B. Smith (right) for his consistent reflection of the highest 
judicial standards. Chief Justice James B. Milliken of the Kentucky Court of Appeals 
(center) made the presentations at a banquet meeting of the Association last month. 
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EQUIPPING DIRECTORS 


to he * esmen of yo ., 


EMBERS OF THE BANK’S BOARD OF 

Directors are among the best po- 
tential salesmen of their product—trust 
services. Not only are they outstanding 
in the community; they are also gener- 
ally men of substance who have shown 
outstanding ability to manage their own 
affairs. Such men could not be put on 
your payroll, because you would not be 
able to afford to pay the salaries that 
most of them command singly, let alone 
in the aggregate. Yet not only are they 
available to serve you without compen- 
sation (other than director fees) it is 
actually encumbant upon them, by the 
duties of their office, to assist you. Their 
occupations are generally so diversified 
that they will reach practically all seg- 
ments of the community in which the 
bank operates. 


How can we keep them from having 
the smug feeling that their duties are 
fulfilled by attending the Board and 
Committee meetings? The majority of 
the directors are convinced that they 
have selected the best personnel avail- 
able, and given you the best opportun- 
ity the Bank can afford for training and 
information. And they are convinced 
that the policies governing your opera- 
tions are the best that their collective 
judgment can establish. 


Consequently, you have a group of 
salesmen who are convinced in part that 
your product is good, and can, with 
clear conscience, urge others to pur- 
chase your services. All of them need 
your services themselves. Your first job, 
therefore, is to develop this market. 
When you have pointed out to a direc- 
tor the benefits his company—and its 
employees—can derive from a_profit- 
sharing trust, touching upon the sense 
of security the employee will build and 
your ability to invest the funds you 
will have convinced him that you are on 
the ball, that his judgment in approv- 
ing your employment was good, that all 
the material the bank is feeding you 
was money well spent. 
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BERNARD C. BALDWIN, Jr. 





Mr. Baldwin, a member of the law 
firm of Edmunds, Whitehead, Baldwin & 
Graves, is a director of the First National 
Trust & Savings Bank of Lynchburg, Va. 
He gave this talk at the recent Virginia 
Trust Conference. 





Personalize the Benefits 


When you confer with him about his 
estate planning, pointing out specific 
instances in which estate assets have 
been diverted to court costs where the 
will is improperly drafted and other 
instances of needless expense on the 
one hand, and extra-ordinary benefits 
on the other, he will be convinced that 
you are keeping yourself current on tax 
problems, investments and administra- 
tion, and that he can do no better than 
to use your services. Even before he 
has used your services, he has obtained 
from you the specific knowledge of your 
product that is so crucial for all poten- 
tial salesmen to know. 


If he uses your product, you have a 
golden opportunity to continue his edu- 
cation and advance his capacity as a 
salesman. The opportunity comes up 
occasionally for you to point out the 
necessity of revising his will, the job 
you are doing in taking care of his 
company’s profit-sharing trust and of 
any living trusts. 


The Reluctant Dragons 


Some of your directors are not going 
to be sold your services. This should 
make no difference in continuing efforts 
to give him just as much information 
and advice as if he were paying you for 
it. It is mighty easy to regard a partic- 
ular director, who has steadily refused 
to use your services, as one who should 
be stricken from your list. But the more 
you can interest him in the specific de- 
tails of your services, the better. For 
example, you might mention the recent 
regulations on how to handle sick pay 
under the 1954 Code. He may already 
make it a practice to continue during 


illness the salary of key employees of 
his company, but may not realize that 
these payments are in most cases tax- 
free. 


A director who has steadfastly re- 
sisted your efforts to set up inter-vivos 
trusts because he feels that he can’t 
afford to divest himself of income pro- 
ducing assets, should be told of the 
change in the 1954 Code, which enables 
one to avoid estate taxes on the pro- 
ceeds of life insurance policies even 
though he continues to pay the premi- 
ums. To be sure, the trust department 
may never receive any payment from 
the director for this information 
cause he still may not use your services: 
but you have by no means given this 
information free because you have bet- 
ter equipped him to sell your services 
to a friend who is in a position to use 
them. Almost every business these days 
realizes that not only does it have an 
obligation to perform public services 
without immediate monetary return, but 
that this is one of the best ways to de- 
velop the sort of relation that will keep 
the money rolling in to meet the pay 
roll and pay the dividends. 


be- 


Aids to Wider Use 


It is true that many of the wealthier 
citizens in our communities have _ be- 
come aware of this opportunity to pro- 
vide for their beneficiaries without too 
much of their substance rubbing off bu! 
a lot are still hesitating to take the 
plunge. Even more neglected has been 
the offering of these services to those 
who have not accumulated substantia! 
property, but who have managed to 
put aside enough, which if carefully 
managed, may carry their 
through and complete the education of 
their children. For years trust depart- 
ments felt hesitant about going after the 
small property owner, because about all 
they could do, in their care to preserve 
the corpus, was to make investments in 
the most conservative securities, with 


widows 
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limited opportunity for income and 
appreciation. Now, however, the com- 
mon trust fund, and greater knowledge 
of their proper management, has mate- 
rially increased the value of the services 
which the bank can offer to this type 
of customer. 


Businesses have been becoming in- 
creasingly aware of their responsibility 
to assure continuance of the various 
charitable and educational activities in 
their community. It is rare nowadays 
that any business which recognizes this 
obligation of public service does not 
give up to the 5% limit each year. 
Often, however, it is difficult to ear- 
mark the entire amount for donation in 
any one year. Consequently establish- 
ment of a foundation has proved most 
feasible and attractive since an irrevoc- 
able deductible gift may be retained 
in the trust for later distribution. Most 
business men will be grateful if you 
are in a position to tell them how these 
foundations can be organized, how they 
work, and what advantages they offer. 


Many people still do not know that 
banks can furnish, in these complicated 
days, investment management services 
without the creation of a trust. Others 
though they shy away from creation of 
a trust or agency, should be in a posi- 
tion to advise their consult 
you after their death about establishing 
such an account. The 1954 Code has 
created another major tax saving de- 


wives to 


vice in its sanctioning of the short-term 
trust, the so-called. “Clifford Trust.” 
These trusts should be popular in that 
they permit the grantor to divest him- 
self of income for a term of years — 
at least ten — at the end of which 
period he will receive the principal back 
free of the trust. 

Legislators, both Federal and State, 
appear to me to be working almost 
overtime to create new opportunities for 
trust business. This legislation is by no 
means confined to the imposition of 
heavier and heavier taxes from whose 
impact customers desire to be legiti- 
mately relieved. Laws are also being 
enacted which increase the scope of the 
trust department’s opportunities, and 
we should give the legislators the bene- 
fit of our experience I have in mind 
that the procedures for administering 
small estates could well be simplified, 
and there is crying need for a uniform 
law covering probate matters. As we 
are given, by the enactment of proper 
laws, better tools enabling us to be of 


greater service, our opportunities will 
increase. 
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ESTATE PLANNING FOR 
MERCHANTS 


A recent series of articles by column- 
ist Samuel Feinberg in Women’s Wear 
Daily, leading trade paper of the mer- 
cantile field, reported the very pertinent 
discussion and illustrations given the 
subject of Estate Planning before top 
department and specialty store owners 
and principals. 

These columns were based on talks 
by Isidor Sack, attorney and controller 
of Lehman Bros. in New York, in 
which he pointed out the dangers of 
omission and advantages of personal- 
business planning where are 
substantially comprised of mercantile 
interests. The first column cited the li- 
quidation of John Wanamaker’s main 
New York store to satisfy some heirs 
who did not want “the estate to carry 
all its eggs in a retail basket.” 


assets 


Reduction of estate taxes by action 
during lifetime was the subject of the 
second column, quoting Mr. Sack: 


“For one thing, gifts—outright or 
in trust, can be made to those mem- 
bers of the family who have developed 
sufficiently to indicate that they will 
be the future managers of the busi- 
ness. This has the added advantage of 
giving the younger generation a feel- 
ing of ownership, a proprietary in- 
terest, while the elders are _ still 
around to guide and direct. Gifts can 
be made of the store stock or cash 
which will enable the donees to buy 
the (company) stock at the owner’s 
death and there may be a net 
tax saving in addition .. .” 


Life insurance, particularly if taken 
out by members of the family rather 
than the insured, was next noted as a 
major factor in protecting mercantile 
interests from one generation to the 
next. It was further remarked that pol- 
icies could be donated by the owner to 
family members to avoid the estate tax 
or that the company could take out in- 
surance on the owner’s life. Issuance of 
preferred stock was also cited as a 
means of providing transfer-cost money 
without sacrificing the business. 


Messrs. Sack and Feinberg are to be 
commended for bringing such import- 
ant information before this wide and 
concerned audience, and setting an ex- 
ample which could be followed more 
widely in the various fields of closely- 
held businesses. 

A A A 
@ Bankers from eleven states attended 
the Seventh Trust Sales and Estate Plan. 
ning Seminar held April 23-26 by Ken- 
nedy Sinclaire, Inc., New York trust and 
financial advertising firm. 
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Which State’s Law Governs 


EXERCISE OF POWER OF APPOINTMENT 


of Davies, Hardy & Schenck; member of the New York and New Jersey Bars 


HE SUBJECT OF CONFLICT OF LAWS 
i- the exercise of powers of ap- 
pointment may be illustrated by pre- 
senting a factual situation: 


Suppose that the donor of a testa- 
mentary power of appoiniment died a 
resident of New York in 1949. His will 
created two 
directed to pay or apply the income 
from the first trust to the wife for life 
and upon her death to distribute the 
principal to such persons as the wife 
might appoint by her will. The trustees 
were directed to pay or apply the in- 
come from the second trust to the wife 
for life and upon her death to such 
persons as the wife might appoint by 
her will, except that she could not ap- 
point to herself, her estate and her 
creditors. 


trusts. The trustees were 


The wife moved to Connecticut after 
her husband’s death and has since died. 
Her will disposes of her own testamen- 
tary estate. The wife’s will also attempts 
to dispose of the New York estate of her 
husband over which she has powers of 
appointment. In so far as her will re- 
lates to the exercise of the powers of 
appointment granted by the will of her 
husband, what law will govern in re- 
spect of: 

1. Probate of wife’s will. 

2. Validity of exercise of power. 

3. Public policy. 

4. Construction and effect of wife’s 
will. 

5. In what State will funds be ad- 


ministered if appointed in further 
trust? 


6. Must trustees named in wife’s 
will qualify in New York to adminis- 
ter appointed property there? 


Connecticut and New York are suited 


to illustrate the importance and _ poten- 
tialities of this problem because in a 


*The author acknowledges the valuable assistance 
of Charles L. Herterich of the New York Bar in 
the preparation of this paper, which was presented 
before the Section of Real Property, Probate and 
Trust Law at the Regional Meeting of the Amer- 
ican Bar Assn., Hartford, April 16, 1956. 
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HARRISON F. DURAND* 


number of respects their laws on these 
subjects are different.+ 


Basie Law of Powers 


When a donor grants to the donee a 
power of appointment, he appoints the 
donee his agent to complete the donor’s 
will by designating the ultimate takers 
of his estate. The donee, when he exer- 
cises the power of appointment, disposes 
of property which is not his own but is 
the property of the donor. This is the 
doctrine of relation back, enunciated in 
Matter of Harbeck,' and other cases.” It 
is the foundation of the law relating to 
the grant and exercise of powers of ap- 
pointment. The relation 
back has been pronounced as control- 
ling for the purpose of determining 
whether the trust created by the com- 
bined wills of the donor and the donee 
violates the rule against perpetuities. 
The period during which the appointive 
property may be continued in trust re- 
lates back to the date of death of the 
donor of the power and commences to 
run as of that date.* 


doctrine of 


In the field of conflict of laws jurists 
have resorted to the doctrine of relation 
back in reaching their decisions. Quite 
uniformly the courts have declared that 
all questions concerning the construc- 
tion, validity and effect of the exercise 
of a power of appointment are deter- 
mined by the law of donor’s domicile.* 
Some judges have extended this prin- 
ciple. They have declared that the ap- 
pointive property remains subject to 
the jurisdiction and control of the 
courts of the donor’s domicile until the 
appointive property ultimately vests in 
the remaindermen named in the donee’s 


+In his oral presentation, Mr. Durand pointed 
out that the questions are typical also in other 
states although the specific answers may of course 
vary. 

1161 N.Y. 211, 55 N.E. 850 (1900). 

25 American Law 
§23.4 at p. 468. 


8Chase National Bank v. Central Hanover Bank 
& Trust Company, 265 App. Div. 434, 39 N.Y. 
Supp. 2d 541 (19438), 6 American Law of Property 
(1952) §23.34 at p. 98. , 


4Note 5, infra, but see 5, American Law of Prop- 
erty (1952) §23.3. 


of Property (1952) §23.3, 





will.” This means that the courts of the 
donor’s domicile will not permit the 
appointive property to be distributed 
out of the state until any trusts created 
by the donee’s_ will 
terminated, 


have ultimately 
Before accepting the doctrine of rela- 
tion back as the basis for the solution 
of problems of conflict of laws, at least 
three observations are appropriate: 


First: There is nothing in the don- 
or’s will which would preclude the 
donee from providing in his will that 
the construction and effect of the 
words used by the donee should be 
determined by the law of the donee’s 
domicile. 


Second: There is nothing in the 
donor’s will which eternally commits 
the administration of the appointive 
property to the donor’s domicile or 
precludes the donee from directing 
that such property be administered in 
the donee’s domicile. 


Third: In our times families may be 
expected to migrate to other states. 
Their estates usually consist of intan- 
gible personal property which can be 
transported by registered mail. The 
convenience of the family in the ad- 
ministration of assets may be better 
served, in those cases where the fund 
is to be appointed in further trust, by 
permitting distribution from donor’s 
domicile to donee’s domicile. 


The doctrine of relation back should 
therefore be accepted with some reserva- 
tion when dealing with conflict of laws. 


Validity of Probate in Donee’s 
Domicile to Exercise Power 


Most will agree that the 
proper place to determine an issue such 
as the competency of the wife for the 
purpose of the exercise of the powers 
granted by the New York will of her 
husband is the Connecticut Probate 
Court, and not in a proceeding in New 
York to settle the account of the trus- 
tees under the husband’s will. The prob- 
lem with determining these issues in 
Connecticut is that there are persons 


persons 


interested in the husband’s New York ff 


estate—those who would take in default 
of exercise—who may be adversely af- 
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fected by the wife’s exercise of the 
power. 


In some states a will is probated 
without notice to anybody. That is in 
common form. The probate operates as 
constructive notice to testator’s heirs 
and next of kin. In Connecticut wills 
are probated after a hearing, notice of 
which, public or personal or both, shall 
be given to all persons known to be in- 
terested in the estate, as the court may 
deem best. Such probate binds the testa- 
tor’s heirs and next of kin, even those 
who received no actual notice.® Should 
notice of the hearing on the probate of 
the donee’s will be given to those per- 
sons interested in the estate of the 
donor of the power who would benefit 
if the donee’s will was not admitted to 
probate? I have not seen any case in 
which a Connecticut court has declared 
that such persons should receive notice 
of the hearing. 


In New York, probate is in solemn 
form.‘ The proponent must obtain jur- 
isdiction over the testator’s distributees 
by personal service of the citation, and 
in case of non-residents by publication 
and mailing. In New York those ad- 
versely affected by the exercise of a 
power of appointment must be made 
parties to the probate of the donee’s 
will and served with the citation. Other- 
wise, such persons are not bound by 
the decree which admits the will to 
probate.® 


The Connecticut decree admitting the 
will to probate is therefore vulnerable 
from the standpoint of New York un- 
less the rights of persons adversely 
affected by the exercise of the power 
are extinguished. 


But suppose that jurisdiction is ob- 
tained in the Connecticut probate over 
those interested in the donor’s estate 
who are adversely affected by the exer- 
cise of the power of appointment. The 


*"Matter of New York Life Ins. & Trust Co., 139 
N.Y. Supp. 695 (Surr. Ct. 1913), aff’d 157 App. 
Div. 916, 142 N.Y. Supp. 1132 (1st Dep’t. 1913), 
aff'd 209 N.Y. 585, 103 N.E. 315 (1913); Matter of 
Walbridge, 178 Mise. 32, 33 N.Y. Supp. 2d 47 
(Surr. Ct. 1942). 


"General Statutes of Conn. (1948) §6960. Probate 
held binding on certain heirs and next of kin who 
received no notice and who were not named in the 
Petition for probate. Haverin v. Welsh, 129 Conn. 
309, 27 Atl. 2d 791 (1942). See generally: 3 Ameri- 
can Law of Property §14.37, pages 718-728 (1952). 
The persons who take in default of the exercise of 


) the power are not usually donee’s next of kin and 

+ May not be ineluded in the class of persons bound 

by ex parte probate. The minimum requirements 

of due process should be observed, namely, publica- 

tion plus mailing. Mullane v. Central Hanover 

Frees * Trust Company, Trustee, 339 U.S. 306 
49). 


"New York Surrogate’s Court Act §§139-140. 


‘Ma‘ier of Cassidy, 243 App. Div. 489, 278 N.Y. 
Supp. 162 (3rd Dep’t. 1935). 
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New York courts may still inquire into 
the Connecticut probate in special cases. 
In at least two instances, the courts of 
the donor’s domicile have directed that 
a will of a non-resident donee, which 
had been denied probate in the donee’s 
domicile, should be probated in the 
domicile of the donor for the limited 
purpose of exercising the power.” 


The Connecticut probate proceeding 
therefore may not be conclusive on 
New York for the purpose of exercis- 
ing the power whether the donee’s will 
is admitted to probate or not. One 
should be able to meet this situation in 
most instances by giving due notice 
of the hearing to the persons adversely 
affected by the exercise of the power. 


Does Will Validly Exercise Power? 


Suppose that the residuary clause of 
donee’s will read: 


“All the rest, residue and remainder 
of my estate, both real and personal 
and wheresoever situate, I give, devise 
and bequeath to the trustees herein- 
after named .. .” 


In some states, the residuary clause will 
operate as an implied exercise of a 
power of appointment, even though the 
power is not mentioned, whereas in 
other states the intention to exercise 
the power must be mentioned specific- 
ally.!° Under New York law the residu- 
ary clause will operate as an implied 

®*Pitman v. Pitman, 314 Mass. 465, 50 N.E. 2d 69 
(1943); Matter of Harriman, 124 Misc. 320, 208 
N.Y. Supp. 672 (Surr. Ct. 1924), aff’d on op. be- 


low 217 App. Div. 733, 216 N.Y. Supp. 842 (1st 
Dep’t. 1926). 


1065 American Law of Property §23.43 f.f. 
(1952); 3 Page on Wills §1331 pp. 906-11 (1941). 


exercise of the power.'' Under Connec- 
ticut law, the residuary clause will not 
so operate unless extrinsic circumstances 
disclose an intention to exercise the 
power.!!@ 


Is New York law or Connecticut law 
applicable? When the issue to be de- 
cided by the court involves the validity 
of the exercise of the power by .the 
donee, the law is settled that the law 
of the domicile of the donor of the 
power and the situs of the property will 
control.'* Therefore, for the purpose of 
determining whether the wife’s will op- 
erated as an exercise of the power, New 
York law is applicable and the power 
is validly exercised. 


Rights of Creditors 


In Connecticut creditors of the donee 
are entitled to have their claims satis- 
fied out of the appointive property if 
the power was a general power and if 
the donee exercised the power.’* In 
New York creditors are not entitled to 
have their claims satisfied out of the 
appointive property unless the donee 
appointed to his estate.1* Therefore in 
the case just put it appears that New 
York law controls and the appointive 


uN. Y. Personal Property Law §18. 


llaHollister v. Shaw, 46 Conn. 248 (1878); Hart- 
ford-Connecticut Trust Company v. Thayer, 105 
Conn. 57, 134 Atl. 155 (1926). 


123Sewall v. Wilmer, 132 Mass. 131 (1882); Mat- 
ter of New York Life Ins. & Trust Co., Note 5, 
supra; 2 Beale, The Conflict of Laws, §288.1 
(1935). 


13McMurtry v. State, 
(1930); 5 American 
(1952). 


14Hirsch v. Bucki, 162 App. Div. 659, 148 N.Y. 
Supp. 214 (1st Dep’t. 1914). 


111 Conn. 594, 151 A. 252 
Law of Property §23.14 
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property passes to donee’s appointees 
free from claims of donee’s creditors.’° 


Public Policy 


Connecticut has the common law rule 
against perpetuities. It has no rule 
against the accumulation of income.'® 
New York has the two-life rule against 
perpetuities and a statute against the 
accumulation of income except during 
minority.'? The wife’s will should ex- 
ercise the powers of appointment in 
such manner that the exercise will con- 
form with the public policy of New 
York. That is to say, the fund should 
not be held in trust for a period meas- 
ured by more than two lives in being 
at the death of her husband and should 
contain no provision which would di- 
rect the accumulation of 
cept during minority. 


income ex- 


New York having the appointed prop- 
erty in hand will not upon the death 
of the wife permit any distribution of 
the appointive property if the wife’s 
will, when read into the will of her hus- 
band, violates New York public policy. 
The law of the donor’s domicile con- 


Rhode Island Trust Co. v. Anthony, 49 R.I. 
339, 142 A 531 (1928); Mulford, The Conflict of 
Laws and Powers of Appointment, 87 Penn. L. 
Rev. 403. Query: If the donor’s domicile recognized 
the rights of donee’s creditors and donee’s domicile 
did not, would the rights of donee’s creditors be 
enlarged? See: Seward v. Kaufman, 119 N.J. Eq. 
44, 180 Atl. 857 (Ch. 1935). 


Bates v. Spooner, 
(1903); Hoddley v. 
Atl. 535 (1915); 6 
$24.5. 


17Perpetuities, N.Y. Personal Property Law, §11; 


Real Property Law, $42. Accumulations, Personal 
Property Law, §16; Real Property Law §61. 


75 Conn. 501, 54 Atl. 305 
Beardsley, 89 Conn. 270, 93 
American Law of Property 


trols.!8 New York in such cases will re- 
tain its jurisdiction over the appointive 
property until it is ultimately distribu- 
ted to the persons that New York de- 
termines are entitled to receive such 
property. New York will employ the 
tools which it has evolved to mitigate 
the impact of its public policy on the 
combined wills of the donor and the 
donee.!® 


But even where public policy is in- 
volved, there is a limitation on the rule 
that the law of donor’s domicile will 
control. Suppose that notwithstanding a 
violation of the public policy of New 
York the appointive property was in 
fact distributed by the New York court 
to the Connecticut trustees under the 
donee’s will for administration in Con- 
necticut. (Such a distribution would 
be unusual and improper under New 
York law, although such distributions 
have been made.) The donee may, for 
example, have appointed the fund in 
trust for one further life, using up the 


18Law of donor’s domicile controls as to personal 
property but law of situs controls as to real prop- 
erty. Bishop v. Bishop, 257 N.Y. 40, 177 N.E. 302 
(1931); Matter of Kelly, 174 Misc. 80, 20 N.Y. 
Supp. 2d 6 (Surr. Ct. 1940). 


19Such tools include (a) excision; Matter of 
Trevor, 239 N.Y. 6, 145 N.E. 66 (1924); Edgerly 
v. Barker, 66 N.H. 434 (1891); (b) Marshaling; 
Restatement, Property §363 (1940); 5 American 
Law of Property §§23.50, 23.60; Fargo v. Squiers, 
154 N.Y. 250, 48 N.E. 509 (1897) unless the diffi- 
culties of marshaling the assets of donee’s testa- 
mentary estate in one State and the appointive 
property in another State prove insurmountable. 
Compare Chase National Bank v. Central Han- 
over ‘Bank & Trust Company, 265 App. Div. 434, 
39 N.Y. Supp. 2d 541 (1st Dep’t 1943) with Mat- 
ter of Bray, 120 N.Y. Supp. 2d 131 (Surr. Ct. 
1953); and (c) the “‘wait and see” principle in 
States in which this principle is applicable; Leach, 
Perpetuities Legislation, Massachusetts Style, 67 
Harv. L. Rev. 1349. 
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full two lives permitted by New York. 
Up to the end of the second life the 
appointment probably would be upheld. 
But the donee may then, in certain con- 
tingencies, have appointed the fund in 
trust for a third life, void under New 
York law. Would Connecticut under- 
take to enforce the public policy of New 
York upon the death of the second 
life beneficiary? I think not for two 
reasons: 


1. There is sound authority in New 
York to the effect that the New York 
decree directing distribution to the 
Connecticut trustees is a determination 
by the New York court that the power 
has been validly exercised and is not 
subject to collateral attack on the issue 
of public policy, either in New York 
or Connecticut.”° 

2. The public policy of New York 
is not of particular concern to Con- 
necticut. 


Suppose the appointment also vio- 
lates the public policy of Connecticut. 
Such a situation might arise in the fol- 
lowing manner: The donor creates a 
trust for the benefit of A for life, re- 
mainder to A’s appointees by will. A 
appoints in further trust for the life 
of B, remainder to B’s appointees by 
will. B appoints in further trust for the 
life of C, remainder to C’s issue. C was 
not in being at the death of the donor 
or at the death of A, the first donee. 
New York distributed the fund on A’s 
death to Connecticut for administration 
in Connecticut. 


The appointment violates the rule of 
perpetuities, both of New York and of 
Connecticut. If New York law is applic- 
able the appointive property will pass 
to the distributees of the donor. If 
Connecticut law applies the appointive 
property will pass to the next of kin 
of A. There is authority in Massachu- 
setts to the effect that the courts of the 
donee’s domicile will apply the rule 
against perpetuities prevailing in the 
donee’s domicile and the fund will be 
distributed to donee’s next of kin.-' On 
authority of this decision, Connecticul 
law would control. 


Construction and Effect 
We have reached a point at which it 
has been established that the widows 
will was validly probated, that her will 
exercised the power and did not violate 
20Matter of Barrett, 286 App. Div. 289, 143 N.Y. 
Supp. 2d 143 (1st Dept 1955); Matter of Matthews, 
64 N.Y. Supp. 2d 662 (Surr. Ct. 1944). Also see: 
Matter of Shipman, 179 Misc. 303, 40 N.Y. Supp- 


2d 373 (Surr. Ct. 1942) Amerige v. Attorney Gen- 
eral, 324 Mass. 648, 88 N.E. 2d 126 (1949). 


21Amerige v. Attorney General, Note 20, supra. 
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the public policy of New York. We now 
consider the construction and effect of 
the wife’s will and the powers and au- 
thority conferred on the trustee thereby 
insofar as it relates to the exercise of 
the power of appointment. 


Assume that the wife desires by her 
will (a) to create trusts of her own 
testamentary estate and (b) to continue 
in further trust, the appointive prop- 
erty. As far as the wife’s testamentary 
estate is concerned, these questions are 
determined by the law of Connecticut. 
But insofar as the appointive property 
is concerned, what law will determine: 
(1) the meaning of the dispositive pro- 
(2) what 
shall constitute income and what prin- 


visions in the donee’s will: 


and 
(3) the investment powers of the trus- 


cipal of the continuing trusts; 


tee? There are innumerable differences 


in the law of the various states on 


matters such as these.** 


It would be unfortunate if the word 
“heirs” as used in the 
should have one meaning attributed to 
that word by Connecticut 
applied to donee’s testamentary estate, 
and a different meaning attributed to 
it by New York when applied to the 
appointive property, or if the rights of 
the 
mentary trust should be different from 
the rights of the same beneficiaries of 
identical trusts of the appointive prop- 


donee’s_ will 


law when 


the income beneficiaries of testa- 


erty, or if the trustee’s investment pow- 
ers differed. The wife could not have 
had these differences in mind. Yet. this 
is precisely what must happen if the 
law of the donor’s domicile is to be 
accepted as the law which determines 
the construction and effect of the don- 
ee's will the 
exercise of the powers of appointment. 


insofar as it relates to 


The same authorities which deal with 
the validity of the exercise of the power 
and questions of public policy mak» 
this sweeping generalization: all ques- 
tions concerning the construction, val- 
idity and effect of the exercise of the 
power will be determined by the law 
of the donor’s domicile.*? This is prob- 
ably true so long as the appointive prop- 


“For illustrations see: Land, Trusts in the Con- 
flict of Laws, §28 ff. Casner, Construction of Gifts 
to “Heirs” And The Like, 53 Harv. L. Rev. 207; 
Report of Committee on Changing Concepts of 
Trust Investments, Proceedings, Section of Real 
Property, Probate and Trust Law, Am. Bar Asso- 
ciation, p. 101 (1955). 


“Sewall v. Wilmer, Note 12 supra; Matter of 
New York Life Ins. & Trust Co., Note 12 supra; 
Matter of Grabfelder, 108 N.Y. Supp. 2d 529 (Surr. 
Ct. 1951); David v. Atlantic Co., S.P.C.A., 129 NJ 
Eq. 501, 19 A. 2d 896 (1941), decided in donee’s 
domicile; In re Barton, 348 Pa. 279, 35 A. 2d 266 
(1944), same fund as in David v. Atlantic Co. 
S.P.C.A., decided in donor’s domicile. 
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erty remains subject to the jurisdiction 
and control of the courts of the donor’s 
domicile. Once appointive property is 
distributed to the donee’s domicile, 
however, there is authority to the effect 
that the powers contained in the donee’s 
will will regulate the administration of 
the trusts.24 The reason seems to be that 
the courts of the donor’s domicile de- 
creed distribution to the donee’s domi- 
cile because the donee so intended, and 
that the donee must likewise have in- 
tended that after such distribution the 
construction and effect of his will should 
be determined by the law of his domicile. 


There may be a way in which the un- 
fortunate result of having the widow’s 
will construed in part by one law and 
in part by another can be avoided. As 
mentioned at the outset, the two powers 
in the illustration do not preclude the 
widow from directing that her will shal! 
be construed in the 
law of Connecticut. The donee, by exer- 


accordance with 
cising these powers, could, if space per- 
mitted, spell out Connecticut law in 
haec verba. It would therefore appear 
to me that the law should also recognize 
the right of the widow to incorporate 
such law by reference by including in 
her will a direction that the construc- 
tion and effect of donee’s will and the 
powers and authority of the trustee, in- 
sofar as they relate to the exercise of 
the powers of appointment, should be 
determined by the law of Connecticut. 
We know of no case involving the 
" Sinaetone v. Attorney General, Note 20 supra; 


Matter of Shipman, Note 20 supra; Matter of 
Camp, 64 N.Y. Supp. 2d 755 (Sur. Ct. 1945). 
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exercise of powers of appointment in 
which such a clause has been attempted 
or sanctioned. | call attention, however. 
to a decision in which an inter vivos 
trust agreement provided that the fund 
should be adminisiered in New York, 
the domicile of the trustee, but that the 
agreement should be construed in ac- 
cordance with the law of New Jersey, 
the domicile of the grantor.*° 


State of Administration 


Let us assume that the widow desires 
to appoint the marital trust to a Con- 
necticut trust company in further trust, 
to be added to separate trusts of her 
testamentary created for 
each of her children by her deceased 
husband. She would like to appoint the 
second fund also to the trustee named 
in her will, to be added to the separate 
trusts therein created for each of her 
children. The trustee of these: trusts is 
to be granted power to use a limited 
portion of the principal to meet emer- 
gencies of the beneficiary. These pur- 
poses make possible the unified admin- 
istration of the widow’s estate, a uni- 
fied investment program and a single 
provision permitting encroachment on 
principal. 


estate to be 


Can the widow achieve these pur- 
poses by directing in her will that for 
the purpose of administration. the ap- 
pointive property shall be distributed 
to the Connecticut trustee for admini- 
stration in Connecticut? The authorities 
have not dealt specifically with a situa- 





Irving Trust Co., 275 
2d 792 (19387). 


Shannon v. 
N.E. 


N.Y. 95, 9 
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tion as clear as this. In most of the 
cases, the attempted exercise of the 
power has in some manner offended the 
public policy of donor’s domicile. These 
cases lead us to believe that New York 
will be very reluctant to direct distribu- 
tion of appointive property to Connecti- 
cut for administration in Connecticut.”° 
However, a closer examination of the 
cases indicates that in some instances 
New York will sanction distribution to 
another jurisdiction. These include cases 
where the fund is appointed in trust for 
charity, one case in which the donee 
appointed the fund to trustees to be 
administered in England and _ several 
instances in which the donee by his 
will evidenced an intention to treat the 
appointive property as a part of his 
own testamentary estate, thereby blend- 
ing the appointive property with the 
donee’s testamentary estate.*’ In case 
of blending the New York court will 
direct distribution, not to the trustees 
named in the donee’s will, but to the 
executors. 


Blending has several disadvantages 
which limit the usefulness of this device: 


First: Blending subjects the appoin- 
tive property to liability for the pay- 
ment of claims of the donee’s credit- 
ors.28 


Second: Blending subjects the ap- 
pointive property to the payment of 
multiple commissions.29 


Third: Blending may subject the ap- 
pointive property to the payment of 
inheritance taxes as a part of the 
donee’s estate.29 In most states no in- 
heritance tax is payable by donee’s es- 
tate on the exercise of the power. 
When blending occurs the tax in the 
donee’s estate is assessed, not because 
the donee exercised a power of ap- 
pointment, but because the appointive 
property was, by the terms of the 
donee’s will, made a part of the 
donee’s own estate. 


Fourth: Blending cannot be used in 
the case of a special power of appoint- 


Matter of New York Life Ins. & Trust Co., 
Note 5 supra; Matter of Walbridge, Note 5 supra. 


*7See cases cited in Matter of Walbridge, Note 5 
supra; Estate of Philip A. Vogel, 98 N.Y. Law 
Journal 1407 (Surr. Ct. Oct. 29, 1937). Also see: 
Matter of Matthiessen, 195 Misc. 598, 87 N.Y. 
Supp. 2d 787 (Sup. Ct. 1949) permitting trans- 
mission of an inter vivos trust from New York to 
California; Capron, Situs of Trusts in the Con- 
flict of Laws, Proceedings, Section of Real Prop- 
erty, Probate and Trust Law, Am. Bar Assn. pp. 
89-41 (1954); statutes in some states permitting 
removal in certain circumstances to states other 
than testator’s domicile such as Conn. Gen. St. 
1930 §4806, N.J.S.A. 3a:23-1, 3 Bogert on Trusts 
§584 p. 25 n. 70 (1946). 


Hirsh v. Bucki, 162 App. Div. 659, 148 N.Y. 
Supp. 214 (1st Dep’t 1914). 


Matter of Culver, 294 N.Y. 321, 62 N.E. 2d 213 
(1945); Matter of Brown, 192 Misc. 96, 80 N.Y. 
Supp. 2d 672 (Surr. Ct. 1948). 


30McCard@’s Estate, 276 Pa. 459, 120 A. 413 
(1923); Barelay v. U. S., 175 Fed. 2d 48 (C.C.A. 
8d 1949), cert. den.-338°U.S. 849. 
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ment for the reason that the donee of 
such a power is without authority to 
appoint to her estate. 


To summarize this point, there is no 
certainty at present that the courts of 
the donor’s domicile will permit distri- 
bution of appointive property to the 
donee’s domicile for administration 
there. The authorities indicate a_per- 
sistent reluctance to permit such dis- 
tribution. Nothing in the grant of the 
two powers which we have considered 
precludes the donee from placing the 
administration of the appointive prop- 
erty in his own domicile if he so elects. 


Qualification of Donee’s Trustees 
in Donor’s Domicile 


From what has been said, there is a 
strong possibility that the trustees named 
in the widow’s will will be required to 
qualify and administer the appointive 


property in New York and to account 
in New York.*1 


Non-resident individuals may qualify 
as trustees in New York; this is not true 
in all states. A foreign trust company 
may qualify in New York provided the 
foreign state permits New York trust 
companies to act as trustee there.** 
Connecticut has a similar statute,** but 
with this further limitation. The foreign 
trust company must be named as trus- 
tee in the will of a Connecticut resident. 
The trust that is being administered in 
New York is the trust created by the 
husband’s will. The Connecticut trust 
company is not named in the husband’s 
will but in the will of the wife. None of 
the reported cases in New York has 
dealt with the right of a foreign trust 
company named in the donee’s will to 
qualify in New York, as trustee under 
the donor’s will, in a situation such as 
here presented. 


We have here a case in which, were 
the facts reversed, with the donor be- 
ing domiciled in Connecticut and the 
donee in New York, a New York trust 
company could not qualify in Connecti- 
cut under the strict wording of the Con- 
necticut reciprocity statute because it 
was not named in the will of the Con- 
necticut donor. I think, and again with- 
out specific authority, that a trust com- 
pany named in the-widow’s will should 
be considered to have been named in 
the will of her husband, she acting as 
his agent in completing his will. 


In those instances in which appointive 
property has been distributed by New 


31Matter of Walbridge, note 5 supra. 
®2N. Y. Banking Law §131. 
General Statutes of Conn. (1949) §6979. 


York decree to trustees of a non-resident 
donee for administration in another 
State without requiring such trustees to 
qualify in New York, the authorities 
are to the effect that New York has 
lost jurisdiction and that the trustees 
of the appointive property are no longer 
accountable in New York.** The New 
York courts lack jurisdiction over the 
trustees of the will of a non-resident 
donee even though such trustees them- 
selves are residents of New York.*® 


Conclusion 


The sweeping statement that all ques- 
tions concerning the construction, val- 
idity and effect of the exercise of a 
power of appointment must be deter- 
mined by the law of the domicile of 
the donor is too broad. It is applied by 
the courts of the donor’s domicile when 
the issue is whether the donee’s will 
exercised the power and whether such 
exercise violates the public policy of 
the donor’s domicile. 


The donee, in the case of a power 
validly exercised and which does not 
contravene the public policy of donor’s 
domicile, should be permitted to direct 
first, that the law of his domicile should 
determine the construction and effect 
of his will and the powers and authority 
of the trustee insofar as it relates to 
the exercise of the power, and second, 
that the appointive property be admin- 
istered in the donee’s domicile. 





34Matter of Rarrett, Note 20 supra, 286 App. 
Div 843; 143 N.Y. Supp. 2d 816 (1st Dep’t 1955); 
Helme v. Buckelew, 229 N.Y. 363, 128 N.E. 216, 
220 (1920). 


*Note 34 supra. 
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Lawyers Gain from Trust 
New Business Programs 


An estate lawyer must keep up-to-date 
in all phases of the estate planning and 
probate field if for no other reason than 
to know what the trust department new 
business officer is proposing, a Charlotte 
attorney told David M. Neill, assistant 
trust officer of American Trust Co., 
Charlotte, as reported in the March 
F.P.R.A. Bulletin. Among the evidences 
of new business within six months origi- 
nating because of the work of trust 
officers, the attorney cited: 1. A man 
not a previous client asked to have an 
estate plan prepared after hearing a 
trust officer speak; 2. A client finally 
asked for estate plans for himself and 
his wife to be executed after conversa- 
tion with a trust officer; 3. Three 
people, not previously clients, requested 
wills for themselves and their wives 
after being solicited by a trust officer. 
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Whyte, Hirschbroeck & Minahan, Attorneys; Milwaukee, Wis. 


[The first half of Mr. Minahan’s paper dis- 
cussed the tax aspects of cross-purchase and 
retirement agreements covering the disposi- 
tion at death of interests in partnerships and 
closely held corporations, a subject recently 
dealth with in T&E (see, e.g., Feb. 1956, p. 
104). He then turned to other phases of busi- 
ness life insurance. } 


Salary Continuation for Widows 


HE PRACTICE OF MAKING VOLUNTARY 

death benefit payments to widows of 
deceased key employees by corporations 
has, in recent years, become more gen- 
eral. These normally have taken the 
form of salary continuation plans. 


Deduction of such payments by the 
corporation as ordinary business ex- 
pense, where reasonable in amount, have 
been consistently recognized by the 
Regulations. In 1950, the Commissioner 
changed his ruling with respect to the 
non-taxability of the payments to the 
widow and held in I.T. 4027 that the 


proceeds were subject to taxation, 


The Tax Court has consistently re- 
fused to follow the Commissioner’s 
change of position, and in a line of 
cases, the most recent of which are Es- 
tate of Arthur W. Hellstrom (Aug. 15, 
1955) 24 TCM 101, and Ruth Hahn, 
(March 31, 1954) 13 TCM 308, held 
that voluntary salary continuations in 
reasonable amounts to widows of de- 
ceased employees are not taxable income 
to them. The Hellstrom case specifically 
rejected the emphasis placed on [.T. 
4027 by the Commissioner. We have 
been advised informally by Internal 
Revenue that the Commissioner is plan- 
ning to acquiesce in the Hellstrom and 
Hahn cases. We are further advised that 
the Commissioner is either abandoning 
or strictly limiting the position which he 
has_ heretofore taken with respect to 
these payments, and in one instance has 
granted a claim for refund based upon 
the decision in the Hahn case. 


Such payments must be voluntary and 
not a part of a plan or contract in effect 
during decedent’s employment; if such 
plan or contract exists, the payments will 
be considered referable to the services 
rendered by the decedent which, to the 


Excerpts from address before Milwaukee Life 
Insurance and Trust Council, Jan. 16, 1956. 
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NOME PHASES OF BUSINESS INSURANCE 


ROGER C. MINAHAN 


extent they exceed the $5,000 exemption, 
would be taxable as ordinary income. 


Some of our corporate clients have 
expressed interest in the possibility of 
making death benefit payments to wi- 
dows, and without committing them- 
selves as to the use of the proceeds, have 
purchased life insurance on the lives of 
key employees. In at least one instance 
a substantial portion of these insurance 
proceeds were voluntarily paid to the 
widow of a deceased employee under a 
salary continuation program. Rev. Rul. 
54-625, I.R.B. 1954-52, 13, holds that 
such payments are deductible by the cor- 
poration even though paid over a period 
of 12 years, provided that the basis on 
which the salary continuation was com- 
puted was for a limited period; two 
years salary is considered safe and the 
courts have recognized up to 29 months 
salary as appropriate. 


With this apparent withdrawal of the 
Commissioner’s position on the salary 
continuation question, it seems to me 
that a somewhat untapped field has been 
opened for the prudent purchase of busi- 
ness life insurance to fund similar volun- 
tary salary continuation payments to 
widows. Caution should be exercised, 
however, to carefully consider the 
grounds of the Hahn and Hellstrom 
cases, so that no contractual obligation 
to make these payments is entered into 
between the employer and the employee 
or his widow. As yet unanswered, how- 
ever, is the question of the effect upon 
these payments of Section 101(b) of the 
1954 Code. This situation will have to 
be watched; Congress has a habit of 
closing these effective little openings 
about as fast as they develop. 


$5,000 Death Benefit Payments 
The so-called $5,000 death benefit 


contracts continue to receive recognition 
by Section 101(b). This section liberal- 
ized one feature and restricted another 
of this valuable exemption and deduc- 
tion. These are ideal cases for business 
life insurance in many situations. 


These payments may be made by an 
“employer” to an “employee”; hence, 
they presumably would not be available 
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to partners who wish to pay a similar 
benefit to the widow of a deceased part 
ner. However, under new Code section 
707(c) and Section 736(a), there is 
some possibility that voluntary payments 
by surviving partners to the widow ofa 
deceased partner may fall within the 
principle of the Hahn case. Under See. 
tion 707(c), any payments made to a 
partner for services are considered as 
made to one who is not a member of the 
partnership for the purpose of comput 
ing gross income and for computing de- 
ductions of the payor. I have some ques. 
tion as to whether this possibility was 
even considered by Congress when the 
new law was enacted, and there would 
doubtless be strong Treasury opposition 
to the proposition, 


Key Man Insurance 


Many businessmen perhaps do net 
appreciate the advantages which may be 
gained by buying key man _ insurance 
which can in many instances take up the 
firm’s income loss when a key man dies 
Insurance will allow the firm to cushior 
the blow occasioned by the loss of a key 
man. Even the courts now recognize this 
fact. 

Fixing Value 

One of the difficult problems confront. 
ing the lawyer in the preparation of 2 
buy and sell agreement is the determina: 
tion of price. Seldom can a fixed price 
be agreed upon for all future periods. A 
frequently employed device is book value 
determined on sound and generally acf 
cepted accounting principles. Book valu 
is not always a logical or fair deter 
mination, however, particularly in or . 
ganizations depending to a large extenf 
upon the personal contacts and service! 
of the individual parties. Book value 
may also have little relation to markelf 
values in the case of properties held for 
a long period of time or assets whic 
may have marked fluctuation in value. 
Book value usually does not include) 
good will which may be a very valuablef 
asset. * 















Book value produced an entirely uw 
desirable and unintended result in a re 


* (See article in this issue, p. 408). 
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cent case. Soechtig v. Amick, 140 N.Y. 
§. 2d 85. The cross-purchase agreement 
of many years standing provided an ob- 
ligation to sell and buy, at book value, 
in the event of the death of a partner. 
For many years conservative practices 
of high depreciation, expensive improve- 
ments and unrecorded appreciation in 
values had held book values down to a 
ridiculously low value. After the death 
of a partner, his personal representa- 
tives tried, without avail, to avoid the 
effect of this provision, and the survivor 
had a great windfall at the expense of the 
widow and children of the decedent. 


For this reason it is often more desir- 
able to establish either a formula or a 
periodical revision of agreed price. In 
agreements which provide for periodical 
revision by the parties, all too frequently 
they neglect to agree upon a revision for 
long periods of time during which sub- 
stantial changes take place. 


Another type of problem arose out of 
an agreement which contemplated an- 
nual revision by the partners at the end 
of the calendar year. One of the part- 
ners died toward the end of the year, 
having received only nominal withdraw- 
als up to that date. The agreement made 
no reference to the status of the substan- 
tial undrawn profits and the surviving 
partner took the position that the pur- 
chase price was fixed and prevailed. The 
matter was evenutally settled; but the 
solution might easily have been provided 
in the contract itself. 


The safest and most reliable method 
is a formula which relates value fairly 
to changing conditions such as those 
which take into consideration net profits, 
sales, book values or a combination of 
these factors. The determination of a 
formula requires considerably more 
thought and work on the part of the 
lawyer and the parties themselves but is 
far preferable to other methods. 


A A A 


What Is a Successful Trust 
New Business Man? 


The most essential quality of a trust 
new business man is the quality of sin- 
cere belief in the services he is selling. 
The prospect is primarily interested in 
knowing that his beneficiaries will be 
well taken care of, and the new business 
man needs a deep confidence based upon 


He cannot believe as he must unless he 
teally knows, but when he really be- 
lieves, the psychological aspects of an 
Interview are heavily weighed in his 
favor. writes John M. Zuber in the April 
FPRA Bulletin. 
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you, 


Mr. Banker— 


... have a lot in common with The Home Insurance agent in your 
community. 


You both do business with the same people. You both sell security, 
service and financial good health. 


This adds up, doesn’t it? 


This advertisement appears in color: 


American Home—June « 


Better Homes and Gardens—June «+ Nation’s Business—June 
Town Journal—June + 


Business Week—May 5 + Newsweek—May 14 + Time—May 14 
U.S. News & World Report—May 25 
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EXPANDING MARKET FOR TRUST SERVICE 


PENNSYLVANIA TRUST DIVISION HOLDS ANNUAL MEETING 


VER 200 TRUSTMEN ATTENDED THE 
29th Annual Trust Conference of 
The Pennsylvania Bankers Association 
Trust Division in Harrisburg, April 6th. 


In building trust business, close co- 
operation between the trust department 
and other departments of a bank is es- 
sential, C. A. Sienkiewicz, president of 
the Association and of Central-Penn 
‘National Bank, Philadelphia, told the 
Conference. A progressive bank of de- 
posit today cannot offer a complete 
package of services to its customers 
without having a _ well-manned and 
qualified trust department. With pru- 
dent and courageous policy a trust de- 
partment can be made self-sustaining, 
probably not overnight but certainly in 
the long run. 


Commercial bank officers stand to 
gain from working closely with people 
in their trust departments. They can 
establish stronger and more intimate 
ties with customers in their life-time, 
and upon the death of any customer, 
the bank is almost certain to retain his 
business. When a customer carries his 
commercial business with one bank and 
entrusts his property under the will to 
another bank, upon his death the fiduci- 
ary bank invariably gets all his business. 


Moreover, a commercial officer can 
offer his customers an additional service 
of unusual importance because a well 
organized trust department will manage 





and conserve the customer’s assets in 
the event of his death. This opportunity 
includes a good chance to obtain valu- 
able information on the amount and 
type of assets owned by individuals. 
The knowledge so gained should be 
helpful to both the bank and the cus- 
tomer because it is only with the frank 
exchange of information that the banker 
can be of real service to his client in 
solving perplexing problems. 


A trust officer’s advantages of coop- 
erating with commercial bank officers 
are equally positive and comprehensive, 
the speaker said. In the first place, com- 
mercial officers as a rule know their 
customers—their ages, their financial 
competence, their family status, their 
likes and dislikes. They can easily work 
with the trust officer in selecting pros- 
pects, and this obviously should mean 
increased business for the trust depart- 
ment. In the second place, by cement- 
ing good relations with the commercial 
department, a trust officer can enlarge 
his relationship with lawyers and ac- 
countants because of his greater ability 
to share business with them. In estate 
planning and after the man’s death, the 
knowledge of commercial bank officers 
is available to counsel as to the reten- 
tion or liquidation of his business. Cer- 
tainly, by working together, the custom- 
er can derive enormous benefits from 
bank trust facilities. 


EXECUTIVE COMMITTEE OF PBA TRUST DIVISION 
(Left to right, seated) chairman Richard H. Starr, First National Bank, Sharon; vice chair- 
man H. Townsend Bongardt, Tradesmens Bank & Trust Co., Philadelphia; Elmer C. 
Cates, Doylestown Trust Co.; William E. Abel, Barclay-Westmorelund Trust Co., Greens- 
burg; D. R. Atherton, Jr., Third National Bank & Trust Co., Scranton; A. W. Dreisbach, 
Miners National Bank, Wilkes-Barre; E. J. Mattis, First National Bank, Erie; Robert A. 
Bodine, Liberty Real Estate Bank & Trust Co., Philadelphia. 

(Standing) secretary Belden L. Daniels; H. E. Fredericks, Lock Haven Trust Co.; 
Malvin F. Gstalder, First National Bank, Williamsport; George M. Fehr, Commonwealth 
Trust Co., Pittsburgh; treasurer Clinton L. Keister, Dauphin Deposit Trust Co., Harrisburg; 

and George W. Hornsby, Girard Trust Corn Exchange Bank, Philadelphia. 
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More specifically, trust officers are in 
a position to have and share the latest 
information on tax and other legal de- 
velopments, new ideas on estate plan- 
ning, and methods to achieve the cus. 
tomer’s desired estate plan with a mini- 
mum of tax or other expenses. Such 
information may be extremely valuable 
to commercial officers because the im- 
pact of taxes on the financial position 
of borrowers may be decisive in the 
extension of credit. 


Some may think a plea for coopera- 
tion among all departments and person- 
nel of a bank in building trust business 
overlooks possible conflicts in banking, 
Mr. Sienkiewicz observed, as. for ex- 
ample, when the bank is requested for 
a loan upon the security of a remainder 
interest, and such a loan is against the 
general policy of the bank. But that is 
not the bold, pioneering way to build 
a trust department. A competent, well 
established trust department should re- 
solve conflicts in most cases, if trust 
officers are resourceful, determined and 
thoroughly frank with their customers. 


To accept a losing item of business 
is to court failure at the outset, he 
said. People are generally reasonable in 
meeting costs, if they understand them, 
and the trust department should be a 
self-sustaining unit just like other bank 
units. Moreover, ways will be found to 
handle increased volume on a more 
economical basis — of this, the estab- 
lishment of common trust funds is an 
example. 


Committees Report 


After Mr. Sienkiewicz’s address. re- 
ports were received from the following 
committee chairmen: Trust Department 
Operations, John A. Cost, assistant vice 
president, Fidelity - Philadelphia Trust 
Co.: Smaller Trust Departments. Wil- 
liam E. Abel, vice president and trust 
officer, Barclay - Westmoreland Trust 
Co,. Greensburg; Cooperation with the 
Bar, Cleveland D. Rea, trust officer. 
Mellon National Bank & Trust Co., Pitts- 
burgh; Costs and Charges, Edward W. 
Wentworth, trust officer, McDowell Na- 
tional Bank, Sharon; and Trust Deve'- 
opment, Robert A. Bodine, trust officer. 
Liberty Real Estate Bank & Trust Co.. 
Philadelphia. 
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Committee chairmen who reported to after- 

noon session at Pennsylvania Trust Confer- 

ence: (left to right, seated) D. R. Atherton, 

Trust Investments; Richard H. Starr, Trust 

Division chairman; (standing) John M. 

Duff, Law of Decedents Estates and Trusts; 
John E. Williams, Taxation. 





The Committee on Trust Department 
Operations had prepared the final six 
Memos for the year for subscribers to 
the Trust Operations Manual. These 
memos are: #47 Protective Measures 
Suggested in Operating a Small Busi- 
ness; #48 Operating Procedures Sug- 
gested for Annual Principal Commis- 
sions; #49 Mechanization for Smaller 
Trust Departments; #50 Will File — 
Procedures and Practices; #51 Appor- 
tionment Procedures of Handling 
Rights and Warrants; and #52 Sug- 
gested Procedure for Handling Security 
Transactions and Identification of Cer- 
ificates for Federal Income Tax Pur- 
poses, 

The Costs and Charges Committee 
recommended that the Trust Division 
request the Federal Reserve Banks of 
Philadelphia and Cleveland to conduct 


| a survey among the trust departments 


in Districts 3 and 4 similar to those 
made by the New York and Boston 
Reserve Banks. 


The Smaller Trust Departments Com- 
mittee reported that an overwhelming 
majority of Division members favored 


establishment of a one-week Trust De- 
partment Training School at some col- 
lege campus. As a result the Executive 
Committee authorized the appointment 
of a committee to conduct such a school 
in the summer of 1957. 


Other committee reports presented 
at the afternoon session were: Trust In- 
vestments, D. R. Atherton, Jr., vice 
president, Third National Bank & Trust 
Co., Scranton; Law of Decedents Es- 
tates and Trusts, John M. Duff, vice 
president and trust officer, Potter Bank 
& Trust Co., Pittsburgh; Taxation, John 
E. Williams, vice president, Provident 
Trust Co., Philadelphia; and Legisla- 
tion, John Y. Scott, Association Coun- 
sel. 


Public Relations for New Business 


Trust departments must fight for a 
generous share of the bank’s advertis- 
ing budget and use it intelligently to 
promote business, Thoburn Mills, vice 
president, American Bankers Associa- 
tion Trust Division, and vice president 
and trust officer of The National City 
Bank of Cleveland, told the trustmen in 
his address on “Practical Public Rela- 
tions for Developing Trust Business.” 
Citing the fact that it takes $2.00 of 
new business each year to gain $1.00, 
he outlined a complete promotional pro- 
gram, beginning with the necessity for 
adequate facilities and staff and superior 
services. Analyses of probate court rec- 
ords show that corporate trustees are 
getting only about 25% of desirable 
estates, the speaker said in discussing 
markets, and he disputed the idea that 
taxes and economic and political condi- 
tions had brought an end to large es- 
tates. “Many large fortunes have been 
made during the last ten years.” 


The first step in selling trust services 
is to build a prospect list, Mr. Mills 
advised, after which promotional mate- 
rial should be sent at regular intervals, 
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and other advertising media should be 
used as well. A change of pace that may 
attract the attention of prospects to 
the trust message can be achieved by 
mixing the order in which various media 
are used. Closing the sale involves es- 
tate analysis and estate planning, and 
is much more complicated than getting 
a new banking department customer. 


Good business can be developed 
from group selling, the speaker stated, 
including finance forums and talks to 
executive groups in corporations or to 
service clubs. His bank this year con- 
ducted its third annual tax forum for 
attorneys and has “worked diligently 
with attorneys over the years.” It has 
sent them much business, distributed 
complimentary copies of the Probate 
Code of Ohio annotated and brought 
up to date every two years, and dis- 
tributes each year complimentary copies 
of the Proceedings of the Real Property, 
Probate and Trust Law Section of the 
American Bar Association. The bank 
also sends lawyers copies of all direct 
mail material used for the prospect list 
so they will be kept informed on de- 
velopments. 


Life insurance and trustmen have 
worked together for years, Mr. Mills 
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asserted, with the result that by last 
year-end there were 81] Life Insurance- 
Trust (or Estate Planning) Councils in 
the country. He recommended that those 
who do not have one in their own area 
should give serious consideration to es- 
tablishing one. 


Supervisor’s View of Trust Market 


It is not true that only the wealthy 
require competent trust facilities, Ro- 
bert L. Myers, Jr., secretary of banking 
for the Commonwealth of Pennsylvania, 
told the Conference. He quoted recently 
published figures of a nationwide survey 
showing that 33.8% of all trusts re- 
ported are so far out of the millionaire 
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class that they pro- 
duce less than $750 
a year income, the 
average being $261. 
Using the same 
measuring stick, Mr. 
Myers cited figures 
from Pennsylvania 
which showed that 
of 33,330 trusts re- 
ported by 109 insti- 
tutions, 61.1% were 
of a size to produce 
less than $1,200 in- 
come, the average 
income being $288. 


As further indication of a trend away 
from the “millionaires only” idea, the 
speaker quoted an American Bankers 
Association Trust Division survey of 
344 companies in which 266 said they 
would handle a fund of $10,000 (many 
would accept less than $5,000) and only 
ten declined to accept less than $100,- 
000. In regard to estates, 307 actively 
solicited small ones. None of these fig- 
ures include banks with common trust 
funds. Almost all banks having them 
will accept $10,000 or less, Mr. Myers 
remarked. 


In connection with the smaller trust 
institutions, the speaker said that “the 
ability of a bank to render (complete 
and adequate) trust service is an indi- 
vidual matter and depends largely upon 
qualifications, training and experience 
of the bank’s management and person- 
nel. Whether the smaller banks of 
Pennsylvania are so equipped cannot be 
determined from general statistics.” But 
statistics might throw some light on 
whether smaller institutions “do ade- 
quately serve the trust needs of their 
respective communities,” he said, point- 
ing out that of 153 state chartered insti- 
tutions exercising fiduciary powers with 
respect to $4,395,239,468, one hundred 
and one have trust assets of less than 
$5,000,000 each and aggregate only 
$140,009,157. In other words, 66% of 
the institutions had only 3% of the 
state’s trust assets, but 18% of “total 
assets.” “Trust are needed 
throughout Pennsylvania on a_ wide- 
spread and expanding basis and the 
banks of the state must be ready and 
able to furnish them,” Mr. Myers said. 


services 


Investment Preferences 
Listed 


Kenneth Ward of Hayden, Stone & 
Co., New York City, professed to find 
no technical evidence in the action of 
the stock list to warrant any broad 





Committee chairmen who reported at morning session of the 
Trust Conference: (left to right) Edward W. Wentworth, Costs 
and Charges; Cleveland D. Rea, Cooperation With the Bar; 
Robert A. Bodine, Trust Development; William E. Abel, Smaller 
Trust Departments; John A. Cost, Trust Department Operations, 


selling recommendation, although he 
counselled prudence in buying many 
top blue chips which seem to have dis- 
counted higher earnings quite liberally, 
As measured by the misleading aver- 
ages, the market is unlikely to show e 
broad movement in either direction but 
Mr. Ward forecast that many now dor- 
mant stocks would move into new high 
ground prior to the election. 


Favored groups included electronics, 
electrical equipment, drugs, meat pack- 
ing, soft drinks, airlines, aircrafts, office 
and machinery equipment, air-condi- 
tioning and selected issues among the 
chemicals, rails, metals, steels and oils. 
Needing further consolidation before an 
appreciable advance can be expected but 
groups in which good buys may develop 
are: tobacco, farm equipment, movies, 
textiles, natural gas, retail trade and 
utilities. Because of the sharp price 
advances of the last two years, further 
profits seem less likely in aluminum, 
glass, and 


cement, rubber 


paper. 


Challenge to Bankers to Determine 


sulphur, 


Trust Department Role 


At the annual meeting of the Associ- 
ation on May 4, Trust Division chair- 
man Richard H. Starr, executive vice 
president and trust officer of First Na- 
tional Bank in Sharon, reported on the 
activities of the which, he 
said, has a membership of 309 institu- 
tions administering trust resources of 
approximately $10 billion. 


Division 


Elected to succeed him was H. Town- 
send Bongardt, vice president of Trades- 


mens Bank & Trust Co., Philadelphia, & 
E Div 
on the commercial bankers present 10 §} je, 


“determine where your bank would be & gj 


who in his acceptance remarks called 


today, both as to assets and earnings, 
had it never operated a trust department. 
Then subtract these findings from the 
actual present-day balance sheet and 
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earnings position of your bank. I sub- 
mit,” he continued, “that the result will 
he an accurate, realistic appraisal of 
the real asset and earnings position of 
your trust department.” 


Asserting that few, if any, banks in 
the area have adopted a truly objective 
attitude on the problem of determining 
the profit and loss position of the trust 
department, Mr. Bongardt observed 
that this is “‘an acutely important mat- 
ter, if for no other reason than that 
ithas a vital, direct bearing on internal 
morale and internal cooperation in 
furthering the interests of your bank. 
It is regrettable that, in many instances, 
important policy decisions, determining 
the underlying philosophy of profit and 
loss analysis, are set by directives from 
top management. I have found this to 
be true in some very large institutions. 
despite the fact that in these same insti- 
tutions, trust department costs are as- 
certained through painstaking, objec- 
tive study,” the new chairman declared. 


Recognizing the difficulty of apply- 
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ing his suggestion, Mr. Bongardt chal- 
lenged the bankers to study the question, 
dse “you will never fully recognize nor 
capitalize on the potential value of your 


| trust department, as an effective com- 


petitive defensive tool and competitive 
offensive weapon—and if you are now 
understating your trust department earn- 
ings, you are overstating your banking 


| department earnings.” 


Harold E. Bright, senior vice presi- 


‘dent and trust officer, Berks County 
| Trust Co., Reading, was elected vice 
chairman of the Trust Division. Re- 


elected Treasurer was Clinton L. Keister, 


| Senior vice president and senior trust 
| officer. 
ides- & 


Dauphin Deposit Trust Co., 
Harrisburg. 


Eight men were named to the Trust 
Executive Committee, each 


| Tepresenting one of the eight geographi- 


cal PBA Groups: Elmer C. Cates, 
Doylestown Trust Co.; A. W. Driesbach, 
Miners National Bank of Wilkes-Barre; 
H. E. Fredericks, Lock Haven Trust 
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Co.; Gilbert O. Geib, Farmers Trust Co. 
of Lebanon; E. J. Mattis, First National 
Bank of Erie; James P. Nunemaker, 
United States National Bank in Johns- 
town; John L. Propst, Mellon National 
Bank & Trust Co., Pittsburgh; and 
John E. Williams, Provident Trust Co. 
of Philadelphia. 


Robert U. Frey was named secretary 
emeritus and Bruce M. Hassinger was 
appointed assistant secretary of the 
Trust Division at its executive commit- 
tee meeting on April 5th. Mr. Frey had 
retired as secretary-treasurer last June 
after serving in that post for 39 consecu- 
tive years. Mr. Hassinger, administra- 
tive assistant of the PBA, has been with 
the Association since 1953 and was 
formerly employed by Central Trust 
Co., Harrisburg, and the Federal De- 
posit Insurance Corporation as assist- 
ant bank examiner. 


A A A 


50 Years of Trust Services 


Heartwarming stories of guardianship 
and trust accounts for children who 
turned out well have been many in the 
fifty years since Mercantile Trust & Sav- 
ings Bank, Quincy, Ill., was organized 
and qualified as a trust company on April 
9, 1906. These have been interspersed 
with unique occasions like the insane wo- 
man who raised her umbrella and yelled 
loudly when the trust officer received 
a long distance call, and the discovery 
in one estate of several barrels of dried 
toast. 


Through the years it has been almost 
routine to search estates for antiques of 
value, to protect people who think they 
know about investments from the risks 
they take unknowingly, and to guide 
widows and children away from spend- 
ing too much. There were family argu- 
ments, where the trust department stood 
in the middle and rendered a real service 
through its impartial solution. 


The oldest account still on the books 
dates from October 1930 and holds ori- 
ginal first mortgage bonds of an Oregon 
lead company that failed. Bondholders 
took over the property and the bank holds 
the bonds for the operating committee. 
Perhaps the most unusual asset held in 
a fiduciary account is a first edition of 
Louisa Alcott’s Little Women. Runner 
up is a carved chest which was sold to 
a customer by some interior decorator 
as being very old and coming from a 
foreign country. It probably did, but the 
trust department’s investigation led to 
the conclusion it was a casket. The cus- 
tomer had used it for linens in the dining 
room. 


The department administers a chari- 
table trust for distributions to needy 
worthy persons just before Thanksgiving 


Day, and has settled an estate of an 
antique dealer which contained a large 
stock of old china, glassware, furniture 
and pictures. At one time an attempt 
was made to give an engagement ring 
to a girl for a customer then in the 
armed forces. The ring was purchased as 
directed but the girl would not accept 
it. The department does not claim to be 
able to do this particular job although 
it has carried out many unusual assign- 
ments. 


Today the trust department, headed by 
R. R. Bunting, has a full time staff of 
three, administers 174 accounts with book 
value of $2,790,000, and serves directly 
430 beneficiaries. 
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Illinois Trust Program Features 


Estate Planning Team, Farm Service 


Leaders of the associations represent- 
ing the three coordinate members of the 
estate planning team addressed the 19th 
annual meeting of the Trust Division, 
Illinois Bankers Association, held at 
Danville on April 26. Pointed sugges- 
tions for closer collaboration between 
attorneys and trustmen were offered by 
Thomas S. Edmonds of Chicago, presi- 
dent of the Illinois State Bar Associa- 
tion, whose remarks will be more fully 
reported in a subsequent issue. 


Citing the fact that 24 trust institu- 
tions support the work of the Illinois 
State Association of Life Underwriters 
by advertising in its annual member- 
ship directory, president A. F. Moore, 
C.L.U. of Ottawa, described a number 
of specific situations in which insurance 
and trust services can offer complemen- 
tary protection to the public. These will 
be detailed in a later number. 


Louis M. Kessler of the Illinois So- 
ciety of Certified Public Accountants 
and partner of Alexander Grant & Co., 
Chicago, highlighted the role cf the 
CPA in estate planning. Citing the 
qualifications of the various members 
of the estate planning team as outlined 
by Committee on Estate Planning of the 
American Institute of Accountants (see 
chairman McDevitt’s article in April 
1956 T.&E., p. 312), Mr. Kessler re- 
marked that, although “the CPA has 
been disturbed about the possibility of 
being pushed out of his proper place in 
the tax field, he has never been inter- 
ested in playing more than a small part 
in the estate planning field. Because of 
his knowledge of the client’s intimate 
financial affairs, he is in an excellent 
position to initiate the planning of the 
estate, but he should not and cannot go 
far until the other team members are 
called in.” 


Where the client asks him to become 
involved to a reasonable depth, the 
CPA might proceed as follows, accord- 
ing to Mr. Kessler: 


1. Prepare complete analysis of 
situation, including list of assets and 
liabilities, and of general effect of 
asset distributions, and compute tax 
effects upon death of client or his 
wife 


2. Point out available alternatives 
and, based on certain assumptions, 
compute tax and liquidity effect 
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8. Rather than recommending spe- 
cific plan, suggest joint meeting with 
lawyer, trust officer and underwriter 


4. Work with client and team 
members to produce best plan, mind- 
ful of client’s objectives and preju- 
dices, tax factors and other elements. 


Mr. Kessler concluded that probably 
the “best way for all of us to render 
service is to band together in Estate 
Planning Councils and other groups and 
spread the gospel about the need for 
estate planning.” 


Tying the morning program together, 
Joseph G. Porter, vice president of La- 
Salle National Bank, Chicago, reviewed 
the findings of a questionnaire which 
his Committee on Public Relations and 
Education sent to attorneys, underwrit- 
ers and accountants throughout the 
state seeking their frank opinion of 
trust departments. The results are sum- 
marized at page 439. 


The afternoon meeting was devoted 
to the dramatic presentation “A Heaven- 
ly Preview,” a humorous but pointed 
skit on estate planning in which the 
roles were played by trust officers. The 
play has been successfully produced on 
other occasions as well (see report of 
Financial Public Relations Association 
convention, Dec. 1955 T.&E., p. 1028). 

Chosen to head the Trust Division for 
the ensuing year is C. A. Webber, presi- 
dent and trust officer of Champaign 
County Bank and Trust Co., Urbana, 
who succeeds William O. Heath, vice 
president of Harris Trust and Savings 
Bank, Chicago. Rollin B. Mansfield, 
vice president of First National Bank 
of Chicago, was named to that office in 
the Division, while A. T. Etcheson, ex- 
ecutive vice president of the IBA, con- 
tinues as secretary of the Trust Division. 


Farm Management Service 


At a simultaneous morning session, 
the Farm Management Section of the 
Trust Division heard J. B. Andrews of 
the University of Illinois College of 
Agriculture state that during recent 
years farm service departments in banks 
and trust companies have increased in 
number more rapidly than any other 
type of farm service organization. This 
has been advantageous to the banks be- 
cause someone with training and ex- 
perience can pass judgment on farm 
financial matters administered by the 


bank. Having such a department enables 
the bank to give its farmer clients better 
service and to increase business. 


On the other hand, where the farm 
service department is not directly self. 
supporting it provides stiff competition 
for other professional managers who 
must pay all the costs of doing business 
and still make a living, Professor An. 
drews observed. In some areas banks 


have been hiring recent graduates of a § 


college of agriculture, charging a lower 
rate, and giving inadequate service. It 
is in other areas where bankers are 
hiring experienced and competent men 
that they offer real competition to the 
freelance manager. 


The professional farm manager con- 
nected with a bank or trust company 
has the following advantages: 


1. The bank is an established in. 
stitution in the community 

2. The bank is a continuing insti- 
tution, even if the farm manager 
changes 


38. Using directly the accounting 
department of the bank and the bank 
accounts of the farms serviced is 
more complete and less expensive 
than the setting up of separate ac- 
counts by the freelance manager. 


Costs and fees were discussed at 
length by the speaker, who pointed out 
that managers often discounted or over- 
looked the cost of acquiring new busi- 
ness, of the initial inspection and start- 
ing a new client, and of training new 
helpers. 


Among the forms and records which 
might “serve not rule” the profession 
Mr. Andrews mentioned the initial in- 
spection record, a budget form, and a 
progress or analysis of business report. 
He also discussed the types of farm 
manager organizations and the various 
services they perform. 


The farm service most appreciated by 
the customer is information, Charles H. 
Stinson, farm manager and _ assistant 
trust officer, City National Bank, Kanka- 
kee, told the audience. The landowner 
likes to know whether his farm was hit 
by storms in the area, what were the 
yields at harvest time and how they 
compare with previous records. He may 
want to see an inventory of physical 
assets, or learn what plans are being 
made to get the most out of his invest- 
ment, or how the tenant is progressing 
with putting the plans into operation. 


Some owners may require help with 
their insurance program, or in check- 
ing tax assessments, or in making a‘- 
justments with neighbors regarding 
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matters of mutual interest, the speaker 
commented. Sometimes a manager 
ought to advise the owner to sell to a 
neighbor, even though it means he 
loses a customer. In any case, the man- 
ager’s “service” consists of a long list 
of “services” which should be thorough- 
ly discussed and understood before the 
agreement is signed. When services not 
anticipated in the agreement and not 
ordinarily performed by a farm man- 
ager are required, the manager may 
decline to yield to these demands—and 
risk losing a customer—or may agree 
to perform extra duty for an extra fee. 
In general, the manager’s success will 
depend on rendering those services thai 
count the most, Mr. Stinson concluded. 


Farm Management Fees 


Banks are coming more and more to 
ofler farm management as a service be- 
cause there is a demand for it, Lowell A. 
Hodam, manager of the farm service de- 
partment and assistant trust officer of 
State Bank of Bement, told the Trust 
Division of the Illinois Bankers Associa- 
tion at its April 26 meeting in Danville. 
Some farm departments manage only 
lands held in trust, while others include 
additional lands under agency contracts, 
but all have a common problem in the 
determination of a fee program. If the 
fees are too high, the institutions price 
themselves out of the market; and if the 
fees are set too low, the quality of the 
service will suffer. 


Fees in Illinois currently range from 
5% to 10% of the landlord’s gross, Mr. 
Hodam said. He quoted results of a sur- 
vey with replies from 52 managers listed 
in the directory of the Illinois Society of 
Farm Managers and Rural Appraisers, 
including 21 banks and trust companies. 
Ten of the latter set fees at 7-714% of 
landlord’s gross, but when gross was fig- 


| ured on livestock, purchase of livestock 


was deducted from the gross, and in 


> most cases feed purchased off the farm 


was also deducted. Of all 52 replies, 39 


_ Were based on a percentage of gross, and 
| 7 of the 39 charged 7%. Livestock 
| farms, where identified as such, tended 
_ todraw 2 to 5 percent more of the land- 


lord’s gross than did grain farms. 


Very few managers are acting in an 
advisory capacity, Mr. Hodam said, and 
those few charge a flat fee or base it on 
lime spent, with average charge from 
87.50 to $8.00 per hour or $50.00 per 


diem plus mileage. 


_Not many of the managers had any 
idea what percentage of their fees should 
be charged to overhead expenses. Their 
Stimates ran from 25% to 50% with 
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the majority running from 30% to 40%. 
If operating costs do run to 30% to 40% 
of fees taken in, they certainly should be 
considered in setting the fees charged, 
Mr. Hodam pointed out. 


Of the 52 reports, 29 or more than 
half stated they had established a mini- 
mum fee. These were on an acre basis 
ranging from $.75 to $2.00 per acre. The 
most common rates were from $1.00 to 
$1.50 per acre. Six managers were 
charging a flat fee of $125 to $250 per 
farm, and several who were charging no 
minimum fee were contemplating doing 
so in the future. 


Sixteen managers would like to raise 
their fees, most of these being in the 
lower fee group, and wanting to raise 
their fees to 7-8% of the landlord’s 
gross. Several of those who charged by 
the acre wanted to change to the gross 
method. 


Forty-four of the 52 managers thought 
that fee cutting hurt the profession and 
lowered the quality of the work done. A 
high fee does not guarantee good farm 
management, but too low a fee does tend 
to promote inadequate management. 


Only 5 managers said fee cutting was 
not a problem, and in these cases the 
reasons given indicated they felt that 
other problems were greater. Several 
managers said too many unqualified 
people were posing as farm managers. 
Some criticized banks for using fees that 
are too low, and one manager from a 
bank admitted that certain intangibles 
such as loans and money on deposit 
would supplement the fee charged. No 


one group, however, appeared free of 
charging fees that are probably too low. 


Acreage handled is probably not a 
very good way to make a comparison, 
the speaker observed, but the number of 
units a farm manager can adequately 
handle has a direct bearing on fees that 
should be charged to insure sufficient 
earnings per man. The question is, what 
should a good farm manager earn per 
year. 


While there was considerable lack of 
agreement, it was thought that with cleri- 
cal help one farm manager could handle 
30 grain farms or 20 livestock farms 
with a total of 10,000 to 15,000 acres. 
Without clerical help, the limit would be 
20 grain farms or 15 livestock farms 
and 6,000 to 8,000 acres. Some man- 
agers thought that farm management 
should not even be attempted without 
clerical help. 

In concluding his address Mr. Hodam 
suggested that the reason for the shift 
toward charging a percentage of land- 
lord’s half of the gross lies in its appeal 
to the farm owner, since fees will tend 
to rise and fall with changes in the agri- 
cultural price structure. It also appeals 
to managers because under this system 
there is a reward for good management. 


It appears that on the grain farms the 
bulk of the fees are now set around 6 to 
7 percent of landlord’s gross, and many 
in the 5 to 6 percent range would like to 
raise their fees to 7 or 8 percent. The 
fee for livestock farms seems to be set 
close to the 10 percent figure. A survey 
in lowa last year shows that the farm 
managers in that state are trying to hold 
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to 10% of landlord’s gross, and lowa 
has a predominance of livestock farms. 


The setting of fees probably should 
take into consideration the problem of 
each individual farm, the speaker sug- 
gested, even though a variable fee has 
difficulties. It is hardly fair to ask good 
farms to carry the problem farm. The 
kind of landlord one has to deal with, 
his willingness to spend money to make 
money, the tenant on the farm, the type, 
size and location of the farm are only a 
few of the items that should be consid- 
ered in setting a fee for an individual 
farm. It will help the profession to give 
more and better farm management at a 
fee that is fair to the bank and which the 
landlord can afford to pay. 


& BA 


Kansas Trust Conference Goes 
to Law School 


About 100 persons, including mem- 
bers of the Washburn University Law 
School faculty and students, attended 
the annual Kansas Bankers Association 
Trust Conference held March 29 on the 
campus in cooperation with the School. 


A will drafting contest will be spon- 
sored by the KBA Trust Division each 
fall for the students at Washburn and 
University of Kansas Law Schools. 
Prizes of $50 and $25 will be awarded 
at each school and the winners will be 
given recognition at the anual confer- 
ence, reported committee chairman Ro- 
bert C. Guthrie, trust officer of National 
Bank of Topeka. 


Trust departments should not wait 
for the settlement of estates, but should 
try to interest potential clients in trust 
services while they are alive, C. W. 
Starr, vice president of the Kansas 
Bankers Association and president, Citi- 
zens State Bank, Hiawatha, advised the 
conference. Agencies in particular offer 
an opportunity for immediate services, 
even if small, which may lead to receiv- 
ing estates later. Twenty-seven banks 
which had opened trust departments in 
the past few years said they had done so 
because of an existing need for trust 
services in their communities, the 
speaker said. Among the examples he 
listed were managing farms for chil- 
dren not at home, for servicemen dur- 
ing their tour of duty, or continuing 
management of a manufacturing con- 
cern until the owner’s son might be 
able to take it over. 


In the early 30’s bankruptcies and 
compromises occurred because people 
did not have confidence in the bank’s 
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ability to stand by them in emergencies, 
the speaker said, and his bank resolved 
to avoid a similar situation in the fu- 
ture. It employed a farm representative 
in 1943 who has worked for and with 
the people of the community building 
confidence and understanding between 
customers and the bank. It cost money, 
but it has paid for itself, and a similar 
plan of getting an adequate man to 
sell confidence in trust services would 
pay off, too, Mr. Starr observed. 


When stockholders of a bank want to 
name it as their fiduciary, the bank 
should attempt to have the question of 
retention of its own stock clearly cov- 
ered in the instrument, Robert F. Ben- 
nett, Prairie Village attorney, advised 
in his comprehensive address on the 
Duties, Liabilities, Responsibilities and 
Procedures of the Trust Committee. 
Care must be taken also in considering 
the acceptance of a trust or estate 
largely invested in one company when 
it is in direct competition with a sec- 
ond company whose stock forms a sub- 
stantial share of an account already on 


the books. 


Some trust departments have a care- 
fully prepared statement of their gen- 
eral investment policy, the speaker said. 
while others select one or two “normal 
accounts” which they watch with special 
care, making notes of all actions re- 
garding them. These accounts are then 
used anonymously in lieu of a written 
policy. A substantial number of banks 
do not believe in a stated policy, reck- 
oning each account to be different in 
its investment needs and possibilities. 


Consideration of the acceptance of a 
new account is the point at which any 
conflicting interests will be disclosed 
and steps can be taken to protect the 
bank against liability, Mr. Bennett 
pointed out. A trust may be accepted 
conditionally, or accepted only if let- 
ters are written to its beneficiaries and 
to the beneficiaries of a competing trust 
requesting special permission for the 
bank to act. If the instrument is a liv- 
ing trust, the committee may require 
certain paragraphs to be rewritten be- 
fore acceptance. They may seek special 
authority to incorporate the settlor’s or 
testator’s business in the event they are 
ever required to manage it, or they 
may desire to have the investment pow- 
ers broadened, or in some cases re- 
stricted. 


There is some disagreement in both 
trust banking and law as to whether a 
“list of fifty” should be used, the speak- 
er said, but it seems advantageous to 


a small trust company to limit the total 
number of investments utilized in all 
trust accounts. In this way a small in- 
stitution can remain fully advised on 
the investments used and be in a better 
position to decide intelligently on given 
securities. Naturally, the make-up of the 
list should be changed from time to time 
as situations warrant. Members of the 
committee should acquaint themselves 
with the practices of larger correspond. 
ent banks, and have available the fac. 
tual material of reporting services. While 
investment services are available that 
will give opinions and recommenda. 
tions, the committee, generally speak. 
ing, should make its own decisions and 
not rely solely on the recommendations, 


In discussing the procedure of the 
investment committee, Mr. Bennett ad- 
vised that it not be so inflexible as to 
deprive the trust officer of time to dis. 
cuss specific account problems which he 
considers important at the moment. He 
also suggested that trust officers “miss 
a great opportunity when they do not 
arrange in one way or another for in- 
terested citizens to view their operations 
and become acquainted with their com 
mittees. Ignorance is the breeder of 
fear and knowledge the propagator of 
trust.” 


A comprehensive review of the ques: 
tion of valuation for Federal tax pur 
poses was presented by C. W. Hughes. 
Dodge City attorney and former field 
agent for the then Bureau of Internal 
Revenue. His paper is excerpted in this 


issue (p. 416). 


Considerable interest in participating 
preferred stocks is being currently ex- 
hibited, according to Frank North, vice 
president and treasurer of Barrett, Fitch, 
North & Co., Kansas City. The speaker 
also discussed the advantages of con- 
vertible preferreds both during inflation 
and deflation. Although Mr. North 
pointed out that some investors expec 
a break in the market, he predicted thi 
long range trend is upward. 


The Trust Division elected as it 
president for the coming year Raymonc & 
E. Platt, vice president and trust officer 
of Hutchinson State Bank, who such 
ceeds Jack W. Shane, trust officer off 
Fourth National Bank, Wichita. Ralphf 
L. Krueger, vice president and trust® 
officer of Johnson County National Bank® 
& Trust Co., Prairie Village, was chosen 
vice president, and Bruce Hurd, assist 
ant trust officer, National Bank of To 
peka, was named secretary-treasurer. 
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PROFESSIONAL OPINION OF TRUST DEPARTMENTS 


What Lawyers, Accountants and Underwriters Think 


JOSEPH G. PORTER* 


Chairman, Committee on Public Relations and Education, Trust Division, Illinois Bankers Association 


OLLOWING ARE THE RESULTS OF A 
atonal sent by the seven 
nembers of our Committee to attorneys, 
life underwriters and accountants 
hhroughout the State. The seven mem- 
bers of the committee were in trust de- 
jartments scattered from Rockford and 
(hicago on the north, through Aurora, 
Galesburg, Mattoon, and to Alton in the 
south of the State, and hence were able 
to get a wide cross-section of opinion 
from the entire State. 


1. “In my dealings with trust depart- 
ments | have found the personnel to be:” 


A. Cold and indifferent 1% 
B. Impersonal _ 4% 
C. Disinterested 1% 
D. Mildly interested 11% 
E. Interested and human 387% 
F, Eager to help 46% 
9 


“When it comes to handling small 
pieces of trust business or estates, trust 
departments are:” 


A. Unwilling to cooperate 2% 
B. Politely sidestep - . 10% 
C. Accept reluctantly - 29% 
D. Cooperate regardless of 

size aoe 59% 


3. “In retaining our services on busi- 
ness referred to the bank, trust depart- 
ments have been:” 


A. Very good 82% 
B. Fair 17% 
C. Poor 1% 


4. “Assuming trust departments are 
better equipped than the average indi- 
}Vidual from the standpoint of all-around 
|'Tust and estate knowledge, of what im- 
‘portance is this factor to you in recom- 
/mending the appointment of an execu- 
s‘or or trustee?” 


A. Primary consideration . 80% 
B. Secondary consideration __ 19% 
| C. No importance 1% 


» “What do you think of trust ad- 


| Vertising 2” 


A. Misleading 3% 
B. Complex . 3% 
C. Prosaic 3% 
D. So so ___. 10% 
E. Fairly good . 86% 
F. Very good 45% 
eee 
"Vice resident, La Salle National Bank, Chi- 
rod in report to annual meeting of IBA Trust 
Vision, April 26, 1956. 
May 1956 


(Since a large part of our advertising 
dollar is being spent for material going 
to these three professions, this should 
give us all food for thought.) 


6. “Is the permanence of a trust de- 
partment, as opposed to an individual, 
an important factor in your recommen- 
dations?” 


A. Yes 93% 
B. No 7% 
7. “In your experience with trust de- 


partments, have they been frank, fair 


and reasonable in discussions relating to 
fees?” 


A. Yes 
B. No 


94% 
6% 


General Criticisms 


Question number 8 asked the attor- 
neys, insurance men and accountants to 
give their forthright comments and 
criticisms with regard to the conduct 
and activities of corporate fiduciaries. 
The replies received — more than 200 
— necessarily contained numerous dup- 
lications, but many of them were illum- 
inating. They have been sorted into six- 
teen categories, presented in the order 
of the frequency with which the criti- 
cism appeared. Obviously some of them 
apply to departments in rural areas; 
others could apply only to larger depart- 
ments doing a corporate business. 


1. Too many trust departments have 
a cold and indifferent attitude toward 
beneficiaries in their direct dealings, 
particularly in the case of minors. 


2. Trust departments are very fre- 
quently too technical and misleading in 
their advertising and in their direct con- 
versation. They scare people away with 
high-sounding phraseology. 


3. Trust advertising and new busi- 
ness men should not avoid recommend- 
ing that their customers consult their 
attorneys, insurance men and accoun- 
tants as well as the bank. 


4. Too many banks disregard the 
beneficiaries’ need for income. They 
think only of principal preservation, suf- 
fering from “surrogate fever.” 


5. Banks should not have “part- 
time” trustmen. 


6. Too many trust departments shy 
away from small estates, despite the fact 
that these people are as much in need of 
their services as any others. 


7. There is too much solicitation of 
small pension trusts which in many cases 
could be better served by an insurance 
program. 


8. There is evidence of lack of in- 
vestment knowledge in some smaller in- 
stitutions. This is evident where banks 
think of protecting themselves rather 
than meeting beneficiaries’ require- 
ments. 


9. Trustmen, while excellent in their 
field, often shrink from making business 
decisions. This is sometimes apparent 
where a going enterprise must depend 
upon trust management. 


10. Some trust departments tend to 
recommend the bank’s own attorneys in- 
stead of spreading their referrals around. 


11. Many trustmen are not properly 
educated in the use of life insurance in 
estate planning. If they don’t understand 
it, they should call it an underwriter. 


12. The practices of some trust de- 
partments verge on the practice of law. 


13. The competence of a trust de- 
partment too often depends on its size. 


14. Some trust departments are often 
uncomplimentary to attorneys and un- 
derwriters. 


15. Trust fees, particularly for small 
estates, are excessive. 


16. Trust departments should offer 
more help to lawyers. They should also 
learn more about taxation.- 


While we are thinking of the correc- 
tions and improvements we can make, as 
the result of this broad and comprehen- 
sive survey, we may at the same time 
properly feel somewhat gratified by the 
high percentage of favorable answers 
obtained in the first seven parts of the 
questionnaire. 
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Bonp MarKET UNSETTLED 


To say that bond markets have been 
weak is putting it rather mildly. The 
rally that took place in early February 
proved to be false and since that time, 
if one were to interpolate yields into 
dollars, the decline, which has been a 
major one, amounts approximately to 
10 to 15 points in case of corporate 
obligations, and 4 to 8 points in case 
of governments and municipals. The 
weakness in the main is a result of the 
unprecedented demand for loans from 
business absorbing a major portion of 
funds normally available for investment. 


That money is tight was recognized 
by the Federal Reserve when it author- 
ized increases in the discount rate. This 
action further confirms their policy of 
recognizing the law of supply and de- 
mand as it applies to money as well as 
affirming the Board’s independence from 
the Treasury. President Eisenhower in 
a recent press conference stated the Fed- 
eral Reserve is set up as a separate 
agency of Government and he believes 
it would be a mistake if it were brought 
under the President’s power. This recent 
action of the Federal Reserve was dis- 
similar to that of 1953 inasmuch as 
they followed rather than led, their ac- 
tion being influenced by conditions 
rather than influencing. It is the writer’s 
opinion that they will continue the pol- 
icy of restraint and for the time being 
attempt to discourage further borrowing 
on the part of marginal borrowers as a 
continuation would only add to the in- 
flation-spiral which seems prevalent. 


Historically the cost of money is still 
low, consequently no one should make 
the statement that the rise in interest 
rates this year should place a damper 
on business. Most of our business booms 
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in the past have been during a period 
of high interest costs and it is an his- 
torical fact that prior to the early 
thirties short-term rates were higher 
than long-term rates and the rise in the 
prime rate and yields on short to inter- 
mediate governments, as compared to 
the long-term issues, seems to indicate 
that the trend is along these lines. Per- 
haps the adjustment we are going 
through in respect to the market on 
fixed income securities is only a return 
to normalcy and that money has a right 
to a fair return. Time will tell. 


The market for Governments has been 
under pressure but trading has been ex- 
tremely light and operations are mainly 
on an order basis. The 40-year 3’s re- 
cently sold into new low ground break- 
ing 97 for the first time, and other issues 
were similarly off, selling near the lows 
created in June 1953, with yields on 
most ranging between 3.10% to 3.14% 
which seems quite realistic. Short-term 
costs on Treasury borrowings as repre- 
sented by 2.788% rate on recent bill 
sale, were highest since the “bank holi- 
day” of March, 1933; perhaps over the 
coming weeks the bill rate will still be 
on the realistic side. A wait-and-see at- 
titude seems to be the best policy for 
those interested in making new com- 
mitments in governments, although it 
would be normal to expect some sort of 
rally after the severe declines of past 
weeks. Present market conditions, how- 
ever, offer an opportunity to those will- 
ing to take tax losses without losing a 
market position as a switch into higher 
yielding fixed income issues might be 
advantageous from a long-term view- 
point especially in the case of munici- 
pals at present depressed levels. 


The municipal market has followed 
the course of the Government market 
and yields have risen to a point similar 
to that of 1953 which was the low for 
many years. The break in prices has 
been severe and more drastic than ap- 
pears on the surface. Because of the ex- 
tremely important tax advantage, which 
is recurring, investors who have com- 
mitments in Governments might do well 
if they took advantage of the discre- 
pancies in the two markets. Top quality 
Revenue obligations are obtainable at 
tax free yields higher than the taxable 
yield on Governments and many direct 


obligations of highest rated communi. 
ties or States are available at prices 
representing discounts of from four to 
eight points if compared to markets of 
only weeks ago. 


For example, using the premise that 
yields have risen as much as 50 basis 
points over the past month or two. a 
tax-free bond which sold to yield 2.50% 
is theoretically now obtainable to yield 
3%. This means that an investor in the 
50% bracket must invest his monies in 
corporate issues at a 6% rate in order 
to obtain the same net return. The 
writer does not believe that corporate 
issues yielding 6% are generally desir- 
able investments and that investors 
would shy away from such, treating 
them as speculations. Certainly State 
and municipal obligations which are 
available at such an equivalent yield 
should not be regarded as speculations, 


Corporate obligations represented by 
recent sales of new issues are bordering 
on lows created three years ago. Man- 
agers report indifferent reception on 
the part of large investors which may 
not augur well for the market over com: 
ing weeks. With king-sized issues in the 
offing as well as a seemingly increasing 
amount of privately negotiated deal 
being arranged, it is rather difficult to 
appraise the immediate outlook for the 
corporate market although on a com 
parative basis quality issues seem jus! 
more than realistic. 


In conversation with leading profes 
sional investors in all parts of the coun 
try, the writer reaches the conclusior 
that the best one can hope for in th 


immediate future is stabilization. wit! F- 


only a moderate degree of strength nov f 
and then. Prices on new issues ma’ fh 
show further weakness until the “must f 


point is reached. The yield spread bef 


tween Corporates and Governments if 
one of the widest in recent market his 
tory, consequently it would be only nat 
ural to expect a narrowing of thif 
spread but at the expense of which sec § 
tion of the market is anyone’s conjech 
ture. Long-term investors certainly are : 
being rewarded and if present day level 
on corporates is used as a base for pur'f 
chases such investors may do well. lif 
the equity market should continue its} 
strength resulting in lower yields fory 
equities, there may be a modest amount: 
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of switching by professional investors 
dthough it must be remembered that 
quities are bought for different pur- 
poses than fixed income issues. 


In summary, one might be concerned 
aghout the bond market outlook for the 
next few weeks but this concern should 
be only for those investors interested in 
timing. The writer believes that we will 
not theoretically run out of money caus- 
ing a complete collapse in bond markets 
but rather will respect the fact that 
‘ight money” is the major factor in 
influencing prices or yields. This factor 
will determine the course of markets 
over the coming months and may not 
bring real strength into the market until 
here is some indication of even a 
modest letdown in the demand for cred- 
it The long-term trend is definitely 
much clearer than the short-trend, con- 
sequently we may have most realistic 
yields on bonds for a while to come. 
Joun P. GOURVILLE 
PAINE, WEBBER, JACKSON 
& CURTIS 

New CoprpeR PIcTURE 

Copper is a most vital part of our 
economy. Notwithstanding competition 
from other quarters, particularly mode- 
rae inroads from aluminum, the de- 
mand has far outrun domestic produc- 
tion. Substitution of aluminum for cop- 
per in electrical applications, however, 
isnot only difficult due to technical dif- 
ferences but usually requires extensive 
redesigning of production equipment 
which in most cases is not economically 
feasible. In addition, aluminum itself is 
in short supply and will continue to be 
s0 for several years. Aluminum ingot 
prices experienced five advances since 
early 1954 for a total of 4.4c (over 
20%) to 25.9¢ per lb. 

For nearly a century, United States 
completely dominated the world copper 


| industry until 1930. New mines in 
| Northern Rhodesia, Chile and Canada 


es ma’ ® greatly increased foreign supplies. Be- 


oe ~ 9 " ‘ ma 
must F cause of lower foreign costs, tariffs were 
_hecessary, but in course of time these 


/ Were reduced and finally suspended 


| U.S. EXPORTS AND IMPORTS OF COPPER 
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around 1949. It is believed that the 
United States will never again regain 
its former world dominance despite fu- 
ture output increases under Government 
contracts and loans. This is particularly 
true with regard to “price” making, 
even though we will continue to be the 
largest producer and consumer. 


This country must now rely on im- 
ports for about one-fourth of total re- 
quirements to meet constantly expand- 
ing demand for electrical equipment 
and components for public utilities and 
telephones. In addition to Government 
stockpiling for defense, other uses have 
developed in the new age of electronics 


and particularly in the field of automa- 
tion. 


The significance of the lost domina- 
tion in world markets beginning in 1930 
is clearly indicated in the accompany- 
ing chart of exports and imports. Fol- 
lowing a touch-and-go pattern,. the lines 
crossed around 1939, probably never 
to meet again. In fact the import curve 
is likely to rise steadily in years to 
come. 

In the war years 1941-1943 when all 
available mining manpower virtually 
was “drafted” into the copper mines, 
domestic production (regardless of 
cost) averaged 1,000,000 tons or 50% 
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greater than the average of the previ- 
ous half dozen years. It soon dwindled 
by one-third and by 1954 it was less by 
about 20%. In 1955, however, output 
increased to just under 1,000,000 tons, 
but far short of requirements. In the 
interim high grade ore bodies were 
tapped heavily. Domestic production of 
refined copper reached a peak of 1,200,- 
000 short tons in 1943 and was cut in 
half by 1946 but in recent years, thanks 
to imports of raw copper of about 50% 
of domestic production, it has risen to 
around 1,500,000 tons. 


There are vast amounts of high cost 
deposits in this country but it will take 
time before they would contribute to 
larger supplies. In recent years stocks 
of the refined metal continued to 
dwindle almost steadily to 60,000 tons 
in 1955, or about one-half the level of 
only a few years ago. We now are pay- 
ing the penalty for laxity in building up 
our reserves, which proved so necessary 
in the war years. 


Even though the United States ac- 
counts for roughly 40%-50% of world 
production and consumption of copper, 
the “voice” of price policy has shifted 
to foreign shores, particularly Chile, 
which boosted copper to 46c in mid- 
March. As a result the tail is wagging 
the dog, because the Chilean Govern- 
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PUTTING SUN TO WORK 


Part of the more than 65 working models, dioramas and other exhibits on display at the 
Phoenix, Ariz., World Symposium on Applied Solar Energy. 





ment has taken the reins even though 
it produces only 400,000 tons or 1214% 
of world production. The next largest 
foreign producer, Northern Rhodesia, 
has similar capacity, and Russia is not 
far behind with 350,000 tons. About 
one-third of Chilean production is cur- 
rently sold in the United States. The 
bulk has been going to Great Britain, 
also Western Europe, which has ex- 
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panded manufacturing capacity enor. 
mously since the war. 


The long-term economic forecast 
(which history has shown to be de. 
cidedly on the low side in a variety 
of instances) of large increases in pop- 
ulation, wages and spendable income in 
the United States, and to an important 
degree throughout the world, means 
larger copper requirements. It is esti- 
mated that electric generating capacity 
in the United States and Great Britain 
will double in the next ten years. Tele 
phone installations also will continue 
at a similar pace. Rewiring of older 
homes to handle use of what have come 
to be essential electrical appliances 
represents a field of sizable proportions. 


As long as the differential between 
the European and American price ex: 
ists, Chile will continue to divert 66% 
of its copper to Europe, reserving only 
30% for the United States, according 
to an agreement between the Chilear 
subsidiaries of Anaconda and Kennecot & 
and the Chilean Government. The nev § 
policy will be based upon the averag ff 
weekly price on the London metal 
market. 


Competition for available supplies 
should contribute to sustaining high 
prices. The severe cyclical trend of op- 
erations and copper prices of the past 
already may have become a matter ol 
history not unlike what has been wit- 
nessed in the steel industry since thef 
war and may also be taking place inf 
the coal industry. 

James P. WALLE 
COHU & CO. 
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State, Municipal and Public Housing 
Agency Bonds and Notes 
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1956 DILEMMA 


Business psychology is on an “opti- 
mistic kick,” with the Federal Reserve 
Index of industrial production holding 
steady around 142 on a seasonally-ad- 
justed basis over the past seven months, 
in spite of motor industry and residen- 
tial construction cutbacks. Capital ex- 
penditures by business are forecast to 
reach nearly $35 billion, or some 22% 
above last year’s record peak, and this 
factor alone represents a prime contri- 
bution to activity. 


Consumers should enjoy total per- 
sonal income of about 7% above 1955, 
too, and their buying intentions, as re- 
ported by the annual survey conducted 
by the University of Michigan, indicate 
that consumer durables should move in 
approximately the same volume as in 
1955. However, the record figures of 
motor car production and home con- 
struction may mean that last year bor- 
rowed appreciably from available sav- 
ings and customers’ ability to expand 
instalment credit totals in 1956, regard- 
less of their eagerness to acquire the 
latest models produced by American in- 
dustrial ingenuity. The survey augurs 
a continued high level of public buying 
but, despite its past acceptable degree 
of accuracy, individual plans are always 
vulnerable to sudden change for reason. 


Echoes of 1955 prosperity resound in 
corporation annual meetings, buttressed 
by actual or preliminary first quarter 
earnings which, for the most part, at- 
test to the sustained business pace which 
has raised estimated GNP above the 
magic $400 billion mark for the first 
time on an annual basis. Although first 
quarter new home starts of 248,000 
were 17% below 1955, huge new con- 
struction under engineering contracts is 
reported by Engineering News - Record 
and in public works, utilities and other 
non-residential undertakings by the F. 
W. Dodge Corporation. The steel in- 
dustry has continued at virtually full 
capacity and unfilled orders for struc- 
tural steel are now double the volume 


4A 


at the end of 1954. Lumber demand and 
prices are rising, along with other con- 
struction materials, to new highs. Metal 
prices, although spotty on occasion, 
have been generally above a year ago. 


After ‘the inflationary stresses faced 
by the economy in 1955, it is natural 
that conservative onlookers and_ the 
monetary authorities view with concern 
the continuation of forces which point 
toward more inflation in this near-rec- 
ord high-level production era. Signs of 
internal strain and mild dislocations are 
appearing here and there. Business in- 
ventories at a record $83.5 billion reflect 
not only expanded sales volume but 
some measure of stockpiling in distribu- 
tive channels as well. More wage infla- 
tion looms on the horizon, with specific 
reference to the imminent steel industry 
negotiations. Despite prosperity, first 
quarter business failures are neverthe- 
less about 14% above one year ago. 


The clearest reflection of these forces, 
however, is found in the money markets 
where insistent demand for loans moti- 
vated on April 12th the fifth hike in 
the FRB discount rate within a year. 
The Board set a rate of 234% which 
now applies to ten districts, with Mil- 
waukee and San Francisco at 3%, the 
latter figure equalling the all-time Sys- 
tem high set in 1933. This action im- 
mediately exerted parallel effect through- 
out all strata of the loan structure as 
metropolitan banks moved the prime 
rate to 334%. 


Borrowers never welcome restrictions 
or increased costs, although profit pros- 
pects and availability of funds are more 
important than the interest rate. Hence, 
the news brought the normal chorus of 
dissent from consumer finance sources. 
Some critics maintained that current 
demand for loans would be spurred in 
contemplation of intensified money 
stringency some months hence. It is a 
fact that booms can flourish with money 
rates higher than those now ruling and, 
while this step may not stem the tide, 
the Board apparently felt this weapon 


preferable to setting stiffer reserve re- 
quirements which would not only limit 
money supplies but might have a de- 
flationary effect upon business. 


All sectors of the bond markets eased 
further from the depressed levels rul- 
ing prior to receipt of the Washington 
news, while the stock list shrugged it 
off. Government issues were at lows for 
the last three years and municipals and 
revenue bonds continued heavy. New 
corporates found unenthusiastic recep. 
tion in general with offering prices be. 
ing shaded by underwriters to clear the 
shelves. Even a yield of 3.68% avail- 
able just after mid-April on the South. 
ern California Edison bonds brought a 
poor response. 


Based estimated population 
growth, steadily rising family incomes 
and living standards, plus the leisure to 
enjoy them, long-range forecasts have 
painted a rosy picture as far ahead as 
1975. In spite of built-in legislative 
measures designed to counteract or 
soften the force of economic laws, the 
combination of the unforeseen and hu- 
man frailty may well produce a picture 
quite unlike the blueprint. The Reserve 
authorities are well aware of the deli- 
cate balances involved in their policy 
decisions which may be away from the 
mark in either degree or timing, in spite 
of access to the most carefully sifted 
data. Their problem is the ticklish one 
of determining whether current condi- 
tions warrant the term “boom,” which 
may be forerunner to a debacle, or 
represent healthy growth in an expand- 
ing economy. Like the hapless invest- 
ment adviser, the Board will receive 
scant praise if correct and all the blame 
if their policies are proven faulty. 


upon 


TAKE It Easy 


The man in the street would probably 
say “instalment credit” if queried about 
the largest and fastest-growing credit 
area, not knowing that total home mort- 
gage debt on one to four family homes 
was well above $80 billion, or more 
than twice all consumer debt outstand- 
ing, as of the end of 1955. Furthermore. 
mortgage debt has been growing four 
times as fast in the past decade as its 
twin. Despite the fundamental differ- 
ences between these fields in maturity 
and motivation, their combined force 
has provided in recent years the major 
impetus for our highly-geared industrial 
activity, which accents the need for ad- 
herence to sound loaning principles at 
all points. 


The impact of the continuing rapid 
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growth rate of mortgage debt upon the 
money markets and the entire economy 
js not without its unhealthy symptoms. 
Although mortgage delinquencies, as 
surveyed by the Mortgage Bankers As- 
sociation, fell to a three year low in the 
last quarter of 1955, this is not surpris- 
ing in an era of full employment. (Not 
without reason, the rate on VA-guaran- 
teed loans was slightly above that for 
FHA or conventional mortgages.) How- 
ever, it appears that the mortgage mar- 
ket has not been financed by long-term 
savings alone but has had to call upon 
a substantial volume of commercial bank 
money. 


According to statistics from the Fed- 
eral Home Loan Bank, these institutions 
loaned $5.6 billion during 1955 in this 
field against $1.9 billion by mutual sav- 
ings banks, or close to three times the 
latter's volume. In addition, many in- 
stitutions in the former group make 
construction and mortgage warehousing 
loans and hold FNMA and Federal 
Home Loan Bank obligations. Although 
commercial banks can properly func- 
tion in these ways, it Would seem clear 
that long-term mortgage money should 
not be sought in that market, but rather 
from true savings of mutual banks, life 
companies or individuals, plus whatever 
development there may eventually be 
from industrial or union pension and 
welfare funds seeking more liberal re- 
turns than available from conventional 
investment media. 


Another unfavorable factor is_ that 


there seems to be a growing tendency 
to boost mortgage debt upon homes 





already lived in which is just another 
form of “keeping up with the Jones” by 
monetizing inflated real estate values. 
The April Department of Commerce Sur- 
vey says: “While residential construction 
was somewhat lower than in early 1955, 
mortgage recordings on new and ex- 
isting residential properties in the first 
two months of this year were above 
the year-ago rate with the average loan 
size up somewhat over this interval.” 
Even more drastic is the estimate of 
Dr. E. Sherman Adams, head of the 
American Bankers Association Depart- 
ment of Monetary Policy, that more 
than half of the $16.5 billion increase 
in mortgage debt during 1955 repre- 
sented debt on old housing. He also re- 
marked that, looking at the debt pic- 
ture as a whole, the conclusion that there 
are serious danger signs can hardly be 
escaped. 


Although the carry-over into this year 
of the slackened pace of late 1955 in 
residential building has resulted in 
lower operations in the first quarter. 
some observers are guessing that the 
1956 pattern in this line will resemble 
1954, namely, a gradual buildup from 
the early months to peak Fall activity. 
The Department of Commerce estimates 
costs for the first quarter about 4% 
above a year earlier. Hence, even 
though total volume for the year falls 
short of 1955, prevailing demand for 
roomier homes with extra comfort fea- 
tures and correspondingly larger price 
tags points toward heavy demand for 
mortgage accommodation. 


Finally, resort to more liberalization 
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in pledging the credit of the Govern- 
ment for housing loans is foreshadowed 
by the recent Senate Banking Commit- 
tee recommendations for an omnibus 
housing bill which goes far beyond Ad- 
ministration proposals. The principle of 
tapping public funds for tax-exempt fa- 
cilities for favored groups and pledge of 
Government credit for veterans and 
others has become so firmly entrenched 
in Washington over the years that it has 
achieved a sacrosanct halo of untouch- 
ability. Result: elderly people who wish 
private homes may shortly be able to 
get virtually a 100% mortgage with 
only $200 down payment but if lenders 
are reluctant a relative could make this 
payment and guarantee the monthly in- 
stalments. 


In short, the trend toward easing in 
terms and commitment of public credit 
in a period of peak activity continues 
apace and should be, to others than 
those directly benefitted, a matter of 
concern. Easy terms are illusory if one 
stops to consider, for example, the total 
carrying costs over the life of a 30 
year mortgage as compared with one 
of 20 years, as well as the added pos- 
sibility that the chief breadwinner may 
pass away with a goodly part of the 
debt unpaid. Likewise, with all credit 
stops pulled out in prosperous times, 
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where will our lawmakers find a stimu- 
lus if lean days come? 


OPPORTUNITIES IN Bonpbs? 


All sections of the bond market have 
been under pressure for some months. 
The Federal Reserve Board has kept 
a firm rein on the money supply and 
loaning institutions have been under 
the necessity of reducing portfolios to 
meet persistent customer demands for 
accommodation. New bond issues have 
had an indifferent reception, or worse, 
and several pieces of financing have 
been postponed for a more propitious 
(and perhaps less costly) moment. The 
bond fraternity in general has had far 
from a happy time but, while the mid- 
April rise in the discount rate was 
hardly cause for rejoicing, it at least 
cleared the air and brought an im- 
proved market tone as the month ended. 


With bond yields at best levels since 
the late 1930’s, except for the compara- 
tively brief but painful interlude of the 
“Humphrey 314s” in mid-1953, port- 
folio managers who enjoy a flow of new 
investment money now have the chance 
to sweeten average yields. Regardless 
of the degree of investment restriction 
in equities, the fixed income group at 
today’s prices has obviously gained in 


appeal at the expense of the stock list 
where returns have moved down closer 
to bond yields than at any time since 
1946 and, in some extreme cases of 
top growth stocks, considerably below. 
As long as this condition continues, the 
pendulum will swing toward the under- 
valued side as against a stock group at 
high prices, where return is the sole 
consideration. It is, however. unlikely 
that investors primarily concerned with 
future dollar value or future income 
will willingly surrender sound equity 
positions, although they may temporar- 
ily, at least, follow a more balanced in- 
vestment policy because of improved 
return. Despite preferred creditor posi- 


tion, the early *30s proved that fixed 


obligations were a haven only to those 
able to hold them through the crisis. 


Life companies, always alert to every 
opportunity to improve overall perform- 
ance, have already set out to acquire 
some substantial bond positions at go- 
ing rates which will help to step up 
1956 portfolio return. As reported by 
the Institute of Life Insurance, the av- 
erage 1955 investment yield, before 
Government taxes, was 3.51% and 
about 3.20% (estimated) after taxes. 
Already in the first two 1956 months, 
the companies reduced Government 
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purchases from the same 1955 period 
by $484 million while increasing other 
bonds to $830 million from $367 million 
in January-February 1955. The tricki- 
ness of gauging money market forces 
and bond market movements is prover- 
bial but, if the belief of some optimists 
that money is unlikely to become mate- 
rially dearer than now is correct, com- 
mitments at prevailing prices could 
work out nicely. 
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Arkansas Trust Conference 
Discusses Investments and 
Other Topics 


Little Rock was the scene of the third 
annual Trust Conference sponsored on 
April 20 by the Trust Division of the 
Arkansas Bankers Association, with 
chairman S. B. Stevinson, vice president 
and cashier at First National Bank in 
Fort Smith, presiding. “Problems of 
Administering Veterans Guardianship 
Accounts” were discussed by D. G. R. 
McDermott, chief VA attorney in the 
host city. Hale Towne, vice president 
of Mercantile Trust Co. in St. Louis, 


followed with a talk on “Investment of 
Trust Funds.” 


At luncheon, former Judge C. M. 
Wofford of the Tenth Judicial District, 
Fort Worth, spoke on “Trusts and the 
Courts.” The afternoon session featured 
a “sounding board discussion” on cur- 
rent problems in trust operations, with 
moderators George E. Lusk, Jr., assist- 
ant trust officer of First National Bank, 
and A. F. Williams, assistant trust off- 
cer of Worthen Bank and Trust Co., 
both Little Rock. 
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What is Jersey Standard? 


PEOPLE. The more than 300,000 peo- 
ple who own it—merchants . . . teachers 
... farmers... bus drivers . . . house- 
wives . . . people who’ve invested their 
savings in our growth. They have just 
received the Annual Report on the 73rd 
year of our company’s business. 


What makes Jersey Standard run? 

People. People in offices and in the labs, 
in the oil fields and refineries of our 
aililiated companies. People like all of 
us .. . who work, play, raise families. 


What keeps Jersey Standard and its 
affiliates in business? All kinds of 
people — stockholders, employees and 
customers. 


Because of all these people, we had a 
good year in ’55. A year of searching 
for and finding more oil to provide 
light and heat, to run cars and trucks, 
trains and planes, buses and tractors, 
to make petrochemicals. A year of even 
greater research leading to more and 
better products. A year—as our Annual 


Report shows — of better sales and 
earnings, of record payments in wages 
and benefits to employees, of record 
income generated for governments in 
the form of taxes — a year, in short, 
of bigger contributions to the prosperity 
of the people of the countries where we 
do business. 


If you would like a copy of our 1955 
Annual Report to Stockholders, please 
write to us at: Room 1626, 30 Rocke- 
feller Plaza, New York 20, N. Y. 


STANDARD OIL COMPANY (NEW JERSEY) AND AFFILIATED COMPANIES 
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MOODY’S INVESTORS YIELD TABLES 


Prepared monthly for TRUSTS AND ESTATES by Moody’s Investors Service 
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(ce) 
(c) 
(c) 
(c) 


4.37-3.55 
5.94-4.33 


6.54-3.83 
12.73-4.91 


6.79-4.75 
8.05-5.61 


(d) 
(d) 


(d) 
(d) 


(d) 
(d) 


(d) 
(d) 


(d) 
(d) 


(d) 
(d) 


49.30-22.69 
1.94-1.52 


49.10-10.56 78,06-34.81 (e) 


7.71-3.56 


2.05-0.72 
10.13-2.59 


2.58-2.16 (e) 
6.21-3.19 (e) 


(a)—U. S. Govt. Bond Yield Averages in this series date from Jan. 5, 1943. 
(b) —U. S. Govt. Bond Yield Averages in this series date from April 15, 1953. 
(c)—Tax Exempt Yield Averages in this series date from Dec. 1, 1936. 


(d)—Low Dividend Preferred Yield Averages in this series date from 
Jan. 2, 1946. 
(c)—125 Industrials Averages date from Jan. 1, 1929. 


(f)—Dollars per share. 
*Revised 
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COMMON TRUST FUNDS HOLD 652 COMMON STOCKS 


Aggregate Value of 205 Funds up to $1,855,000,000 


sTUDY OF 205 Common TRUST 

Funds taken as of the available 
valuation date nearest to December 31. 
1955, shows aggregate holdings of $1,- 
854,688,537. This represents a growth 
of $196 million since the previous re- 
view by TRUsTs AND Estates which was 
based on reports nearest January 31. 
1955. These funds, administered by 168 
banks in 36 states, District of Columbia 
and Hawaii, comprise all the Common 
Trust Funds operating under Regulation 
F of the Federal Reserve Board of Gov- 
ernors except cemetery and veterans 
funds and funds started within the year. 
They benefit a total of 70.607 individual 
trust accounts. The growth in volume is 
the result of additional participations in 
existing funds, the inclusion of 13 
funds reporting forthe first time since 
the last study, and market appreciation. 


The table below gives the aggregate 
ro) fol a} fo) 





TOP TWENTY COMPANIES 





DISCRETIONARY FUNDS 
(Dollar figures in Millions) 


Asséts First Quarter 
U. S. Gov’ts : $246.4 16.7% 
ther Gov’ts +) 

Corp. Bonds ) 3429 23.3 
Pfd. Stocks 152.5 10.3 
Com. Stocks a 713.1 483 
Cash & Other 20.4 1.4 


portfolio breakdown of the discretion- 
ary type and the restricted type funds 
separately, and includes the earlier fig- 
ure for comparison. 


The common stock of 652 companies 
was held by one or more of the 205 
funds studied, compared with 625 com- 
panies in the first quarter. Additions to- 
talled 59, with 32 companies dropped 
from the list or merged. The twenty 
most popular stocks are listed herewith. 
For the most part the companies are 
the same as in the first quarter but 
with changes in relative position. Allied 
Chemical & Dye, however, and Gulf 
Oil were overtaken by Standard Oil of 
California and American Gas & Electric 
for inclusion in the “Top Twenty.” The 
complete list of stocks with the number 
of funds holding each in the first and 
last quarters of 1955 is published here- 
with. 


RESTRICTED FUNDS 
(Dollar figures in Millions) 


No. Funds 
First Last 
Company Quarter Quarter 
Standard Oil (N.J.) .- 130 157 
Union Carbide & Car bon . 148 151 
General Motors - 138 151 
Amer. Tel. & Tel. 131 150 
General Electric 3. 138 145 
E. t.. du Pont: —.. 129 127 
Christiana Securities 13 142 13 140 
Texas __. 27 138 
Phillips Petroleum 106 126 
Sears Roebuck 107 114 
Socony-Mobil Oil 96 110 
National Dairy Products 93 106 
Westinghouse Electric 116 107 
Penney (J.C.) 81 100 
Kennecott Copper 87 95 
General Foods 85 92 
First Nat. City Bk., N.Y. 80 89 
American Cyanamid 86 87 
Standard Oil (Cal.) 70 80 
Amer. Gas & Elect. 72 80 
Standard Oil (Ind.) 74 78 
Last Quarter Assets 
$243.4 16.0% U. S. Gov’ts 
25.7 ya Other Gov’ts 
251.9 16.7 Corp. Bonds 
166.2 10.9 Pfd. Stocks 
811.9 53.4 Com. Stocks _... 
20.2 13 Cash & Other 





$1,475.3 100.0% 


$1,519.3 100.0% 


First Quarter Last Quarter 

$ 79.8 28.5% $ 81.9 24.4% 
) 16.6 5.0 
) 74.9 26.8 86.8 25.9 
40.5 14.5 47.5 14.2 
78.4 28.0 90.6 27.0 
6.4 2.2 ils 3S 





$ 280.0 100.0% $ 335.3 100.0% 





COMMON STOCKS HELD IN COMMON TRUST FUNDS 














a 1 a re 1955 1955 1955 
FInanciat & INSURANCE First Last First Last First Last 
First Last Quar. Quar. Quar. Quar. Quar. Quar. 
Quar. Quar. Christiana Securities -.........13 13 First & Merchants Natl. Hillsboro Building & Loan . 0 1 
Aetna Cas. & Sur. ............... 1 2 Citizens & Southern Nat. Bk. Dineen 4 1 Home Insuranee ......................16 17 
Reina Tes. occu 5 14 De. Gavan ...c.c..<. 3 2 First Nat. Bank, Atlanta .... 2 1 Home Savings & Loan ROP 0 1 
Aetna Life Insur. .........--...-.... 6 6 C.I.T. Financial ......................40 48 First Nat. Bank, Boston ...... 32 34 Household Finance .......... oe 8 
Alexander & Baldwin ............ 1 1 Commercial Credit ................30 42 First Nat. Bank, Chicago ... 3 2 Industrial Acceptance ...... a 2 
American Auto Insur. .......... 5 4 Conn. Gen. Life Ins. ............. 2 3 First Nat. Bank, Dallas ........ 3 4 Insurance Co. of N. America 48 50 
American Insurance ..........--- .. 10 18 Continental Assurance .......... 1 1 First Nat. Bank, Houston ... 1 1 4 Eeving TH, Be Te cs... 28 12 
American Surety ............:--:-0- 4 4 Continental Casualty ............ 4 4 First Nat. Bank, Phila. ........ 1 1 Jefferson Stand. Life Insur. 1 1 
American Trust, Continental Illinois Nat. First Nat. Bank, St. Louis... 2 2 Lawyers Title Insur. ............ 1 1 
San Francisco .............--....... 2 2 eee 34 35 First Nat. Tr. & Sav. Bk., Lehman ........ ene 1 1 
Anglo Calif. Nat. Bank, Continental Insurance .......... 39 8640 DN asin cenebonncion 1 1 Life Insur. Co. “of ‘Va. a 1 
San Francisco ...................... 6 6 Cram & Forster ................... 1 First Nat. Bank, Scranton .. 2 2 Lincoln National Life Ins. .. 1 

Associates Investment ......... 7 7 Dun & Bradstreet .................. 1 ° 2. First Nat. City Bk., N. Y. ... 80 89 Manufacturers Nat. Bank, 
Bank of America ........-.-..-.---- 5 7 Employers Group Assoc. ...... 1 1 First Penna. Bk. & Tr., Detroit . inal ——— 2 
Bank of Hawaii .......... 1 1 Employers Reinsurance ......... 1 1 | a een 6 8 Manufacturers Trust, 'N. Y. 7 7 
Bank of New York 4 2 Family Finance . cdigctiianicne: a 1 Girard Tr. Corn Exch. Bk., Marine Midland Corp. ~ © 5 
Bankers Trust, N. Y. ............ 31 387 Federal Insurance . per ere 4 Phila. se inns eons 4 Maryland Casualty ............... 7 11 
Bencficial Finance ..................10 11 Fidelity & Deposit, Md. aia 3 2 Glens Falls Insur. Lee ewe 6 Mellon Nat. Bk. & Tr. .......... 3 3 
Bishop National Bank ............ 1 1 Fidelity-Philadelphia Trust .. 2 2 Great American Insur. 5 14 Mission ne 1 
Boston Insurance ....... 2 2 Fidelity-Phoenix Fire Ins. ..26 26 Guaranty Trust, N. Y. 1 57 £4Mercantile Trust, St. Louis . 2 2 
California Bank, Los Angeles 1 1 Finance Co. of Penna. ........... 1 1 Hanover Bank, N. Y. .... 2 22 (64. OP. See ......... a 2 
Camden Fire Ins. 22.0.0... 1 1 Fire Association, Phila. ........ 7 9 Hanover Fire Ins. ................ 1 1 Mutual Savings & Loan 
Castie & Cooke 1 1 Firemen’s Fund Insur. .......... 31 30 Harris Tr. & Sav. Bk. 2 2 ee a 1 
Chase Manhattan Bank ........ 51 48 Firemen’s Insurance .............. 5 4 Hartford Fire Ins. .................. -17 18 National Bk. of Com., oo 
Chen. Corn Exch. Bk. .......... 11 11 First Federal Sav. & Loan... 0 1 Hartford Steam Boiler Insp. 0 1 Houston .......... ey 1 


May 1956 





(Figures represent number of funds holding) 








1955 1955 1955 
First Last First Last First Last 
Quar. Quar. Quar. Quar. . : Quar. Quar, 
National Bk. of Detroit ........ 10 Foop, Tosacco, MisceLLtangeous Oahu Rwy. & Land American Viscose 
Nat. City Bk., Cleveland ...... Allied Mills Paramount Pictures =~ 
Dis RO EME onion American Chicle Penick & Ford 
Nat. Shawmut Bk. ................ American Optical .... Pet Milk ................ 
Nat. Union Fire Ins. ............ ‘Aetestenn Haat & Philip Morris 
New Amsterdam Casualty . American Sugar Refining .... Pillsbury Mills ..... 
New York Trust .................... American Tobacco Proctor & Gamble .. 
North River Insurance .......... Beatrice Quaker Oats 
Northern Insurance ................ Beech-Nut Packing ................ Ralston Purina 
Northwestern Nat. Life ........ phon oe ; 
Orange County Savin chenley Industries ... 
& Sheik haa Ms cea oe Standard Brands 
Peoples First Nat. Bk. & Ey divents & Sons Sunshine Biscuit ... 
Ey SOUEEN ..........:... Campbell Soup Swift & Co. 
Philadelphia Nat. Bk. .. Carnation Technicolor Inc. 
Phoenix Insurance Coca-Cola 
Provident Federal Savings Columbia Broadcasting 
& Loan Assn. ........... Colgate-Palmolive 
Provident Tr., Phila. ........... Continental Baking 
Republic Nat. Bk., Dallas .... Corn Products Ref. 
Riggs Nat. Bank ................... Foremost Dairy .................-..-.-. 


St. Paul Fire & Marine Ins. General Foods ........................ Abbott Laboratories .............. { Caterpillar Tractor Re, 
Seaboard Finance .............. General Mills . BA Sere Addressograph-Multi. —____. Celanese LL SPN in te er 
Seattle-First Nat. Bk. .......... Gillette Safety ‘Razer e Air Reduction eee eee raearn 
Security-First Nat. Bk., Los Great Western Sugar ............ Allegheny Ludlum Steel Chesapeake Corp. of 

Angeles .......... ae oe 3 Allied Chem. & Dye Virginia nae 
Security Savings & ‘Loan Helemano Allis Chalmers Chrysler se ceneeiiepiocceseochaaks 

Assn. ..... “ Hershey Chocolate . _— é Alpha Portland Cement ........ Chapman Valve es 
Springfield Fire & Marine Hiram Walker, Gooderham Aluminium, Ltd. 

Ins. ...... esceneee Were: ............ a? 1 Aluminum Co. of Amer. .... 24 Climax Molybdenum ........ 
Standard ‘Accident Ins. Horn & ee fee 1 Amer. Agric. Chem. CiMeth, PERROGF 2.2... niceseccenccc 
Transamerica eee eee SS ce eee American Brakeshoe .... Columbian Carbon ................ : 
Travelers Insurance Kellogg At 1 American Can Combustion Engineering ...... 
U. S. Fid. & Guar. Liggett & Myers ; American Chain & Cable .... Consol. Min. & Smelt. 

U. S. Fire Insurance ........ Life Savers Be American Cyanamid 8 ORIN sos esses ccncccesenices 
U. S. Nat. Bk., Portland . Mead Johnson American Home Prod. . Continental Can ...................... 
U. S. Trust, N. Y. pS | rere Amer. Mach. & Met. Continental Gin ...................... 
Wells Fargo Bank, National Biscuit aa American Potash & Chem. .. : 3 Corning Glass Works ............ 2% 
pemat Praneisco ....................... 1 National Dairy Prod. American Tad. @& Bt. San... 12 16 “Cama oan sasasnca-n onc cnencnnemenescincseeensns 
Westchester Fire Ins. ............ 2 National Distillers Prod. ...... Amer. Smelt. & Ref. ............ 2 Crown-Zellerbach ......... 






Anaconda Copper ................... 
Anchor-Hocking Glass .......... 
Anderson, Clayton .................. 
Archer-Daniels-Midland ........ F 
P| EE sen 
Armstrong Cork ................ 35 
Arrow-Hart & Hegeman ...... 
MAME IIE oo skncncseconcosicsnnstecs 
Babcock & Wilcox .................. 
Bendix Aviation .................. 
Blaw-Knox ............ Sepsbeeukeke sels : 
Bethlehem Steel .............000000... | 
Boeing Airplane ...................... 
Borg-Warner ............. LN a ee 
a eee 
Burlington Industries ae pte 
Burroughs 
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United Biscuit .... 
United Fruit 
Wesson Oil & Snowdrift Cannon Mills 
Wm. Wrigley, Jr. een Carborundum 
INDUSTRIAL Carrier 
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R. J. REYNOLDS p are 
10 BACCO PREFERRED DIVIDEND 


COMMON DIVIDEND 


A quarterly dividend of $1.75 per share 
on the Preferred Stock has been de- 
clared, payable June 1, 1956 to stock- 
Makers of holders of record at the close of busi- 


. . ness on May 23, 1956. 
Camel, Cavalier and Winston A quarterly dividend of 35 cents per 


cigarettes share on the Common Stock has been 


‘ . declared, payable June 25, 1956 to 
Prince Albert smoking tobacco stockholders of record at the close of 


business on June 4, 1956. 
DIVIDENDS Quarterly Dividend AMERICAN RADIATOR & STANDARD 
The Board of Directors has A quarterly dividend of 80 cents 4 sipnienmeme 


authorized the payment of the per share has been declared on FRANK J. BERBERICH 
; 5S s etary 
following quarterly dividends: the Common and New Class B — 
Common stocks of the Company, 
CUMULATIVE PREFERRED STOCK, payable June 5, 1956 to stock- 
4.08% SERIES holders of record at the close of 
Dividend No. 25 business May 15, 1956. 


25/2 cents per share. W. J. CONRAD, | GENERAL 


Winston-Salem, N. C. Secretary 
CUMULATIVE PREFERRED STOCK, April 12, 1956 


es oe. PORTLAND 
(Dividend No.1 of 2.9444 per CEMENT 
COMMON Stock “yh COMPANY 


share was declared February 1 4. ) 
DIVIDEND 





























Southern California 


Edison Company 





























CUMULATIVE PREFERRED STOCK, 
4.88% SERIES 

Dividend No. 34 

30'/2 cents per share. 





COMMON 
The Board of Directors of Central ot STOCK 
The above dividends are pay- and South West Corporation at its 


meeting held on April 10, 1956, DIVIDEND 
able May 31, 1956, to stock- declared a regular quarterly divi- 


holders of record May 5. dend of thirty-five cents (35¢) The Board of Directors of General 


hecks will b led fi per share on the Corporation’s Portland Cement Company has this 
gy Sa + a poe Common Stock. This dividend is rooney ita 


the Company's office in Los payable May 31, 1956, to stock- day declared a dividend upon its 
Angeles, May 31. holders of record April 30, 1956. Common Stock of 45 cents per 
share, payable June 30, 1956 to 

P, C. HALE, Treasurer Leroy J. Sa, stockholders of record at the close 

April 20, 1956 ——s of business on June 11, 1956. The 
CENTRAL AND SOUTH WEST stock transfer books will remain 


open. 


CORPORATION HOWARD MILLER, 
Wilmington, Delaware April 24, 1956 Treasurer 


\. 
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Quar. Quar. 


Cutler Hammer 

Dana 

Daystrom Ine. .... 
a ee 
Diamond Alkali 
Diamond Match ........ 
6 ee 
Dow Chemical 


I irs Sie canathcsnse - = 
Dresser Industries .................. 
I I a 
Eagle-Picher 

Eastman Kodak 

Eaton Manufacturing ............ 
OE op 7 ee 
Electric Auto-Lite 


1955 
First Last 


wren o 


es 


- Ol 


1955 


First Last 
Quar. Quar. 


Goodyear Tire & Rub. 
Gould National Bat. ............ 
Great Northern Paper 
Harbison-Walker Refract. 
Hart, Schaffner & Marx 
Hazel-Atlas Glass 

Hazeltine Corp. ......... 
Hercules Powder 

Hooker Electrochem. 
Hudson Bay Min. & Smelt. .. 
Ideal Cement 

Industrial Rayon 
Ingersoll-Rand 

Inland Steel 

Int. Bus. Mach. 

Int. Harvester 

Int. Min. & Chem. 


24 McKesson & Robbins .............. 


Mead 


— 


Merck 


Minn.-Honeywell Reg. 
Minn. & Ont. Paper . 
Monsanto Chemical 
Motorola ......... 

Nat. Aluminate .. 

Nat. Cash Register 
Nat. 
Nat. 
Nat. 


ANReR KR OOD 


moO 


Gypsum 

a ee 
Nat. Standard Co. stcanciei 
I I Sichecksccinnnees 


an & tb 
aw Ok & 


NN TOI ai nce sccecivsnnece 
Mesta Machine ....0..----scc.---- 


Minn: Min, & Bile. ................ 1 


Cylinder Gas .................. 


INE TE oaiciticinneateemem 
Reynolds Metals 
Robertshaw-Fulton 

Controls aici iiohebekincataaicith 
(H. H.) Robertson _ woe 
Rheem Mfg. 


A I siccscccencocnatiiomsonnyy 
Ruberoid . 

Safway Steel ‘Prod. 

St. Joseph Lead 

St. Regis Paper 

Sangamo Electric . 


ee Well Survey- 


pe eee 
Scott Paper abe 
Scovill Mfg. 


NeaF ea NRE Nee 


i] 


Electric Storage Bat. ............ eS =e eee 
Endicott Johnson .................... Int. 
Ex-Cell-O .......... eieoneeatains Int. 
Federal-Mogul- Bower Int. 

Bearings Int. 
Filtrol Corp. paiecnenses 
Firestone Tire & Rub. — 
NS ee as 
‘ood Mach. & Chem. 
Ford Motor 
Formica ......... 
Freeport Sulphur 
Fruehauf Trailer 
Robert Gair Co. Beak a see, 
Gardner-Denver Corp. .......... 
Gaylord Container .................. 
General Controls ............. 
General Electric 
General Motors 
Gen. Portland Cement 
RNIN ONION isnnsesnennictnicencansasnna 
Gen. Tire & Rubber. ae 
Glidden 
Globe Union —_ 
Bs A NINO, ccicsasidaxensanscunci 


Oi eee ID sneiticscnsotnonnamcucian 
Sherwin Williams 

Simmons Co. 

Singer ....... 

Smith Kline & “French ‘Labs. 
Spencer Chemical .................. 
Sperry Rand 

Sprague Electric -........... 
Square “D” . o 

Stanley Works . 
Stauffer-Chemical 

Sterling Drug ............ 
Stevens, (J. P.) 

Sunbeam .......... agai 
Sutherland Paper Lee ee 
Sylvania Elect. Prod. 
Tecumseh Prod. 

Tennessee Corp. .......... 
Texas Gulf Sulphur .... 
Thompson Products 

Timken 

Torrington ... 

TE catsatimniganesscnnds 


Newmount Mining . a 
New Jersey Zinc .................... 
North Amer. Aviation 
Norwich Pharmacal 

Olin Mathieson 

Otis Elevator ....... oa 
Owens Corning Fiberglass ae 
Owens Illinois Glass .............. 
Parke, Davis ................ 
Penn-Dixie Cement . 
Pennsylvania Salt 

III ool ca cect ecenscrnctcseninioten 
Chas. Pfiser ........... 

Pacific Clay Prod. 

oo fT ES 
Philco 

Philips Lamp 

Pittsburgh Plate Glass caster ae 
Potash Co. of Amer. 

Pullman 

Radio Corp. of Amer. ............ 
io egageaceaiaaan 

Rayonier 
Ray-O-Vac .......... 
Reliance Elect. & ‘Eng. | 


or 
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Johnson & Johnson 

Joy Mfg. ..... a 
Kaiser Aluminum & ‘Chem. 2 
Kendall 

Kennecott Copper 

Kimberly Clark ...... 

Lehigh Portland ....... beak 
Libbey-Owens-Ford | Glass | ioe 
Lily-Tulip Cup 

Link-Belt 

Liquid Corbonic ......... 

Locke Steel Chain 

Lockheed Aircraft 

Lone Star Cement —.... 
Marathon 
Masonite 
Master Electric ....... = 
McGraw Electric .................... 
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AND CARBON CORPORATION 


UCC 


Acash dividend of Seventy-fivecents 
(75¢) per share on the outstanding 
capital stock of this Corporation 
has been declared, payable June 1, 
1956 to stockholders of record at 
the close of business April 27, 1956. 


BIRNY MASON, JR. 
Secretary 


CITIES SERVICE COMPANY 


Dividend Notice 
The Board of Directors of Cities Service Company has 
declared a quarterly dividend of sixty cents ($.60) per 
share on its Common stock, payable June 11, 1956, to 


stockholders of record at the close of business May 18, 1956. 


ERLE G. CHRISTIAN, Secretary 
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SOCONY MOBIL 
OIL COMPANY, INC. 


BARRETT - NITROGEN - GENERAL CHEMICAL 
MUTUAL CHEMICAL - NATIONAL ANILINE 
SEMET-SOLVAY - SOLVAY PROCESS 
DIVISIONS 


r 
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) 
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Quarterly dividend No. 141 of 
$.75 per share has been de- 
clared on the Common Stock 
of Allied Chemical & Dye 
Corporation, payable June 8, 
1956, to stockholders of record 
at the close of business May 
11, 1956. 

RICHARD F. HANSEN, Secretary 


April 24, 1956. 


CasuH Divipenp No. 181 
The Board of Directors on April 24, 1956, declared a quarterly 


dividend of 50 Cents per share payable June 9, 1956, to 
stockholders of record at the close of business May 7, 1956. 


25% Stock DivipEND 


On April 27, 1956, the Board of Directors declared a 25% stock 
dividend payable in shares of capital stock of the Company on 
June 18, 1956, to stockholders of record at the close of business 
May 7, 1956. 








Continuous Cash Dividends 
Have Been Paid Since 
Organization in 1920 











W. D. Bickuam, Secretary 


























1955 









First Last 

Quar. Quar. 
Union Carbide & Carbon ...143 151 
Timeots TRE Oar <n... 220ccc.c.0e 2 3 
United Air Craft, .................... 6 6 
United Eng. & Foundry ........ 2 2 
United Merchants & Mfg. .. 1 2 
United Shoe Machinery ........ 4 8 
U. & Flaging Care ................ 1 1 
eee... 49 86 
U. S. Pipe & Foundry ........... 5 6 
Me (OIE i ksss occ cccemianssscacee 5 3 
U. S. Potash ...... 1 1 
U. S. Rubber ...... , <a 4 
t: 6. Beeel .......... teh le aaanadinted 28 30 
| SE 
Veeder-Root ........... 1 
Vick Chemical . © 
Victor Chemical ...................... 7 1 
Ne RSS a a | 
Wagner Electric 1 




















1 

1 

5 

1 

1 

1 
Westinghouse Elect. 107 
West Va. Pulp & Paper ...... 8 9 
Weyerhaeuser Timber ............ 8 8 
White (S.S.) Dental 0.0.0... 1 1 
Wooaward Iron. ...................... 2 2 
Worthington Corp. ....... 0 1 
TERRE GE BOWE: <...2......0ceincccme 3 3 
2, > eS eee 1 1 
Youngstown Sheet & Tube . 2 2 
RN ieee select tc ciate: 2 
TE | 1 

MERCHANDISING 

Pe EN i. S 
American Bakeries 3 4 
American Stores .......... 6 8 
Associated Dry Goods .......... 0 1 
Maison Brothers ..................... 1 1 
Emporium Capwell + 2 
Fed. Dep’t Stores . 26 32 
First National Stores -.......... 17 19 
Food Fair Stores .................... 0 1 
Grane Union ..........:....... 1 1 
Grant (W. T.) 9 11 




















1955 

First Last 

Quar. Quar. 
Great Atlantic & Pac. Tea .. 2 3 
eee URE. Bah xc ccck sn ccecccccenenes, BE 10 
RSNA neat a eared 2 1 
Kresge (S. S.) -. aa 9 
SS. SS as 16 10 
|S eR 28 
Lane Bryant Ine. .. 0 1 
Lerner Stores ........ 1 1 
Marshall Field ........................ 2 3 
May Dept. Stores .................... a3 Ct 4, 
Merchantile Stores ... 1 
Monrtgomery Ward . 28 
Murphy (G. C.) ..... - 15 
National Tea ............. 5 
Newberry (J. J.) ..... 6 
Penney (J. C.) ......... 100 
mee Sew eames: .................:...... 1 
a RE ee 15 15 
Sears, Roebuck ........................107 114 
Strawbridge & Clothier ........ 1 1 
Western Auto Supply ............ 1 1 
Winn & Lovett ........................ 1 1 
Woolworth (F. W.) —_......... 53 «48 

PetroLEuUM & COAL 
Amerada Petroleum —_. 9 9 
Atlantic Refining .................... 26 27 
Buckeye Pipeline -........... shee 1 2 
Cee Gare. oo. I 1 
Cities. Service Co. .................. 4 4 
Contmental Oi} ........................ 62 61 
Gulf Oil ake 75 15 
Haliburton Oil Well 
I on 8 9 

Honolulu Oil .... 2 2 
LL | eee: | 1 
Humble Oil & Ref. ................ 2 1 
Island Creek Coal _...... 0 2 
Kern County Land ................ 1 Bs 
Le. Land @& Gxpil. ................. 8 4 
eee, 29 
Petrol. Corp. of Amer. ......... 1 1 
Phillips Petroleum —..... 106 126 

























1955 1955 
First Last First Last 
Quar. Quar Quar. Quar. 

Pittsburgh Cons. Coal .......... 2 4 Community Public Service .. 0 1 
3. f. Gee 7 Connecticut Lt. & Pwr. ........ 7 7 
i | eee 2 2 Conscl Balsen ..................... 37 —s 88 

Royal Dutch Petroleum ......... 0 2 Cons. Nat. Gas <a 1 
ee Re ce, od 1 Consumers Power .................. 42 13 
Shamrock Oil & Gas ............ 3 8 Dayton Pur. & Lt. ............... 28 4 
LS Eee ee 47 50 Delaware Pwr. & Lt. 13 3 

Sinclair Oil .... 15 26 £Detroit Edison ............ 11 

RN I sn 1 A “VAN HII ech cin ccdescectnssescices 3 3 
Socony-Mobil Oil .................. 96 110 Duquesne Light ............00.. 31 36 
Southland Royalty ........ 2 1 2 Pas Nat Gas ................. 8 9 
Standard Oil (Cal.) -... 70 80 MHonitable Gage ......................... 11 10 
Standard Oil (Ind.) .... 74 #78 Florida Power .............. ea ; 
Standard Oil (Ky.) ...... . * & WPWierida Pwr. & fa. .............. 8 8 
Standard Oil (N.J.) —....... ROO! TET Ge no asain ss 1 | 
Standard Oil (Ohio) 4 4 Gen. Public Utilities -. Nore ae 28 
Sunray Midcontinent Oil ...... 4 S Gen. Telennone ........................ 7 8 
RR RO ee 127 1388 Gulf Interstate Gas —.......... 0 1 
Texas-Pac. Coal & Oil .......... 1 2 Gulf States Utilities -........... 30 29 
Union Oil 8 12 Hackensack Water 1 1 
United Carbon .......................... 8 9 Wartford Bi. £4. .........:........ 2 2 
: Bawatsan lect... ..........-.-:-. 1 1 
Pustic UTILitiEs ) a" as 1 1 
I ERI ooo siccscacccacecscces. $8 Houston Let. & Pwr. ............338 38 
American Gas & El. ............ 72 80 Idaho Power .2e 36 
American Nat. Gas ...... . 23 27 ~~ (Illinois Power ....... i ee 
Amer. Tel. & Tel. .... 131 150 Indianapolis Pwr. & Lt. .....15 16 
Arizona Pub. Serv. 1 2 International Utilities -........ 0 1 
Atlantic City El. ............. 5 6 Interstate Power eee ae 5 
Baltimore Gas & El. .... . 87 44 Iowa-Ill. Gas & El. ........ 9 8 
Boston Edison ................ 16 19 Iowa Power & IA. ............... 2 0 
Brooklyn Union Gas ... Ree: | 1 Kansas City Pwr. & Lt. ...... 20 19 
Cavotina Pwr. &@ Ut. ...........19 20 Kansas Pwr. & Lt. ................ 8 7 
CGR. ET, TANG oo cccvccensesrarsecce |S 6 Kentucky Utilities 0.0.00... 0 1 
Cent. Ill. Pub. Serv. ae 5 Lone Star Gas ... ah arenes 16 17 
Central & Southwest ............ 30 St) 6m Ta: Ee. .......... : — 1 
Cincinnati Gas & El. ............ 31 87 Louisville Gas & El. .....000...... 5 4 
Cine. & Sub. Bell Tel. . 2 2 Madison Gas & Elect. ........ a, 1 
Cleveland Elec. .................. 51 52 Middle South Utilities $6 «87 
Colo. Interstate Gas ..... 1 1 Minneapolis Gas ........... 1 1 
Columbia Gas System . 6 6 Minnesota Pwr. & Lt. 1 2 
Columbus & So. Ohio El. ... 5 7 Miss. River Fuel .............. 3 4 
Commonwealth Edison .......... 69 75 Montana Power ......................... 4 4 
Commonwealth Nat. Gas ...... 2 2 National Fuel Gas 2 3 


























THE DAYTON POWER 
AND LIGHT COMPANY 


DAYTON, OHIO 
135th Common Dividend 


of business on May 15, 1956. 


May 4, 1956 





The Board of Directors has declared a 
regular quarterly dividend of 55c per 
share on the Common Stock of the 
Company, payable on June 1, 1956 
to stockholders of record at the close 


GEORGE SELLERS, Secretary 











AMERICAN GAS 
AND ELECTRIC COMPANY 





has been 








a 
Common Stock Dividend 


0 A eauler quarterly dividend ot fifty 
cents ($.50) per share on the Com- 
mon capital stock of the Company issued 
and outstanding in the hands of the public 
declared payable June 11, 
1956, to the holders of record at the 
close of business May 10, 1956. 


W. J. ROSE, Secretary 
April 25, 1956. 




















IBM. international BUSINESS 
® MACHINES CORPORATION 
590 Madison Ave., New York 22, N. Y. 


The 165th Consecutive 
Quarterly Dividend 


The Board of Directors of this Corporation has 
this day declared a Quarterly Cash Dividend of 
$1.00 per share, payable June 9, 1956, to 
stockholders of record at the close of business 
on May 22, 1956. Transfer books will not be 
closed. Checks prepared on IBM Accounting 
Machines will be mailed. 


Cc. V. BOULTON, Treasurer 
April 24, 1956 
























Poceesesece 





New York 20, N. Y. 


$4 Cumulative Preferre 


of business June 1, 1956. 


at the close of business June 
1956. 


Treasurer 
May 2, 1956. 





THE FLINTKOTE COMPANY 


A quarterly dividend of $1.00 per 
share has been declared on the 


Stock payable June 15, 1956, to 
stockholders of record at the close 


A quarterly dividend of $.60 per 
share has been declared on the 
Common Stock payable June 
15, 1956, to stockholders of record 


WILLIAM FEICK, Jr., 





escceeeseasy 


d 


1, 
main open. 


April 24, 1956 


PTT TTT 
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has been declared this day, pay- 
able on June 9, 1956, io stock- 
holders of record at the close of 
business on May 4, 1956. 

The dividend will not be paid on 
the additional shares to be issued 


because of the stock split, author- 
ized this date. 


The stock transfer books will re- 


THE TEXAS COMPANY 
215th 


Consecutive Dividend 
A regular quarterly dividend of 
ninety cents (90¢) per share on 
the Capital Stock of the Company 











CONTINENTAL 
CAN COMPANY, Inc. 


A regular quarterly dividend of forty- 
five cents (45¢) per’ share on the com- 
mon stock of this Company has been 
declared payable June 15, 1956, to 
stockholders of record at the close of 
business May 25, 1956. 


LOREN R. DODSON, Secretary 











S. T. CrossLanpD 
Vice President & Treasurer 





LA PE RTI ST SS 





CONTINENTAL 
C CAN COMPANY, Inc. 


A regular quarterly dividend of ninety- 
three and three-quarter cents ($.93%) 
per share on the $3.75 cumulative pre- 
ferred stock of this Company has been 
declared payable July 2, 1956, to stock- 
holders of record at the close of busi- 
ness June 15, 1956. 


LOREN R. DODSON, Secretary 








TRUSTS AND EsTATES 
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1955 1955 1955 1955 
First Last First Last First Last First Last 
Quar. Quar. Quar. Quar. Quar. Quar Quar. Quar. 
New England Elect. Sys. ... 9 _—. a . a eneereen 8 10 Texas Utilities .......................40 45 Delta Airlines ........ 0 1 
New England Tel. & Tel. .... 1 1 Public Serv. of Colo. ............ 35 86 Toledo Edison .......... as oe 1 Denver & Rio Grande West. 1 2 
New York State El. & Gas .. 26 29 Public Serv. of Ind. ............ 32 36 Transcont. Gas Pipe ‘Line esas ae 1 General Amer. Trans. ............26 29 
Niagara Mohawk Pwr. .......... 48 49 Public Serv. of New Mexico 0 1 Union Elect. (Mo.) 12 Great Northern ........................ 6 8 
ROR. ees. WA 838 17 Pub. Serv. El. & Gas ............16 21 United Gas ............. 55 Illinois Central ......................... 0 1 
Nor. Indiana Pub. Serv. ...... 0 1 Puget Sound Pwr. & Lt. ...... 2 3 United Gas Improvement .. 6 7 Kansas City South. ............... 1 2 
Nor. Nat. Gas 82 Republic Nat. Gas .................. 2 1 United Illuminating ................ 1 1 Louisville & Nashville .......... 6 7 
Nor. States Pwr. ... 23 Rochester Gas & El. .............. 6 8 Utah Power & Light ........... 8 9 N. Y., Chic. & St. Louis ..... 1 1 
ONT ae ee 41 San Diego Gas & El. ...0.... 5 6 Virginia Elec. & Pwr. .......... 44 50 Norfolk & Western ................16 20 
Oklahoma Gas & El. .............. 8 8 Savannah Elec. & Power ...... 0 2 Washington Gas Light .......... 4 5 Northern Pacific ...................... 1 1 
Oklahoma Nat. Gas .............. 2 2 South Carolina El. & Gas ... 6 7 Washington Water Power... 2 1 Pennsylvania a Ee 1 
Pacific Gas & El. ..................40 49 South Jersey Gas .................... 0 1 West Penn. Elect. ................... 3 3 Piedmont & Northern | ye 1 
Pacific Lighting ...................... 10 13 Southern Co. ...... veces 26 28 Western Mass. Cos. ...... = 1 Richmond, Fredericksburg 
Pacific Pwr. & Lt. ................ 1 1 South. Calif. Edison’ Seas 40 45 Wisconsin Elec. Pwr. ............ 24 25 See eae | 1 
Panhandle East. Pipe Line .. 12 13 Southern Nat. Gas ................... i) 10 Wisconsin Pub. Serv. ............ 3 5 Seaboard Air Line es ere ae 4 4 
Peninsular Tel. ...................... 8 3 Southern New Eng. Tel. 2 2 Southern Pacific — 6 6 
Pa. Pwr. & Lt. ...14 14 Southern Union Gas ............... 1 1 TRANSPORTATION Southern Railway .................... 7 8 
Peoples Gas Light ry ‘Coke =n 22 22 Southwestern Pub. Serv. 2 4 Ameer, Aisiines .................. 6 ST: PRs saicicciciccecnssectase 49 51 
Philadelphia Ei. .......:............. 52 57 Stamford Water ...................... 1 1 Atch., Top. & Sante Fe scien 39 United Airlines .......... cscak ae 1 
Pioneer Natural Gas .............. 0 1 Tampn Mieetric........................ 6 6 Atlantic Cheek: Die... 2 1 United New Jersey R. R. 
Portland Gen. Mi. .................... 8 4 Tenn. Gea Trans. ...........:.:.... 4 4 Brooklyn Queen’s Transit . 0 1 ie I valerie canes siiecoteeaneaetes 1 1 
Texas Eastern Trans. ............ 1 > Chesmeeks & Oto... 11 TW Vee .............. J 1 





INVESTMENT COMPANY NOTES 
by HENRY ANSBACHER LONG 


Tax Relief for Capital Gains 


A HAS BEEN INTRODUCED IN THE 
current session of Congress to per- 
mit investment companies to retain cap- 
ital gains without subjecting their 
shareholders to double taxation when 
these realized gains are finally distrib- 
uted at a later date. The one Federal 
tax on retained capital gains would be 
paid out by the investment company, 
an adjustment would be made in the 
shareholder’s personal return so_ that 
liability would be strictly proportionate 
to his own tax bracket and a new and 
higher cost basis determined for his 
shares. Thus the total tax collected by 
the government would be exactly the 
same as it is at present when all the 
capital gains are distributed to the 
shareholder in the year realized. This 
established procedure would remain in 
eflect as an alternative method of tax- 
ing gains. 


Provisions of the proposed legisla- 
tion are: (1) Payment of 25% on the 
capital gains realized and the retention 
of the remaining 75% of such gains by 
the investment company; (2) Report- 
ing by the individual shareholder in 
his personal income tax return a capital 
gain dividend equivalent to his propor- 
tionate share of the company’s capital 
gain: (3) Entering by the individual 
shareholder in his return a credit or 
tefund for his proportionate share of 
the 25% tax paid by the investment 
company; (4) Increasing the cost of 
the shareholder’s stock by the 75% of 
his proportionate part of the cogil 
gains retained by the investment com- 
pany which was included in his per- 
sonal tax return. 


May 1956 


Axe Science Fund 
Changes Status 


Axe Science and Electronics Corpora- 
tion is being changed to an open-end 
mutual fund and its shares withdrawn 
from trading on the American Stock Ex- 
change. The shares of the year-old in- 
vestment fund had been redeemable, but 
it had not been continuously offered as 
the conventional type mutual. Manage- 
ment is also planning an insured invest- 
ment program as well as other changes 
necessary to make the corporation an 
open-end mutual fund. 


In proposing the change, Mrs. Ruth 
H. Axe stated: “When the corporation 
was organized early in 1955 it was felt 
that shareholders who wanted to sell 
their shares would generally dispose of 
them on the exchange rather than by 
redeeming them. But the reverse hap- 
pened when the market price fell below 
the redemption price—with the result 
that while the asset value rose from 
$9.54 to $9.66 a share in the first 
quarter of 1956 total assets of the corpo- 
ration decreased.” 


Bullock Canadian Funds Cling to 
Traditonal Mutual Pattern 


Not all of the investment companies 
offering U. S. investors diversified hold- 
ings in Canada follow the more recent 
pattern of incorporating in that country 
and paying no dividends to sharehold- 
ers as permitted under Canadian tax 
laws. Tax aspects of these funds were 
discussed in the April issue. The prin- 
cipal exception is Canadian Fund, Inc. 
with assets on March 31, 1956 of more 
than $39 million. This is a U. S. corpo- 
ration which follows the usual pattern 


of the U. S. mutual funds, paying quar- 
terly dividends to holders from net 
investment income and making annual 
distributions from net securities profits 
to the extent realized. Incorporated in 
1952, it was the pioneer post-war mu- 
tual fund to offer U. S. investors a di- 
versified participation in Canada and is 
now the only large company of its type 


in this field. 


A “sister company,” Canadian In- 
vestment Fund, Ltd., is the oldest mu- 
tual fund in Canada, having been organ- 
ized in 1932, Shares of that fund, whose 
assets exceeded $86 million on March 
31, 1956, are not offered in the United 
States, but are actively distributed and 
widely owned in Canada and abroad. 
Both funds are managed by Calvin Bul- 
lock, Ltd., and have identical Boards 
of Directors, including the Hon. Charles 
Dunning, former Minister of Finance, 
and Graham Towers, former Governor 


of the Bank of Canada. 


Montanans Lead Income-Wise 
In Mutual Fund Investment 


Montanans invested a larger slice of 
their incomes in mutual funds during 
1955 than did the residents of any other 
state. A survey by the National Associa- 
tion of Investment Companies discloses 
that for every $1,000 earned in 1954 
(the latest year for which income figures 
are available), investors,,in Montana 
purchased $8.21 worth of mutual funds 
in 1955. The national rate was $4.21. 


Other top-ranking states’ were South 
Dakota with $8.16 per $1,000 of in- 
come, California $7.57, Minnesota $7.48 
and Washington, D. C., $7.31. Interest- 
ingly enough, lowest 1955 investment 
per $1,000 of income —$.68—was made 
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by Nevadans, despite the fact that this 
state had the highest income per capita 
in the country in 1954. 


Offering of New Science 
Fund Delayed 


Offering of the new science fund by 
Lee Higginson, reported in_ these 
columns in the April issue, has been 
delayed for a period of from one to two 
months. With Templeton Investment Re- 
search, Inc. as adviser, investment is 
planned in the nuclear, chemical and 
electronic fields, but the company will 
bear a different name from that orig- 
inally contemplated. 


Sheffey Joins Eaton and Howard 


John M. Sheffey, former Executive 
Secretary of the National Association of 
Investment Companies, has been ap- 
pointed representative of Eaton & How- 
ard, Inc., in the Middle Atlantic States, 
from New York and New Jersey to 
Virginia. 

Mr. Sheffey became secretary of the 
National Association of Investment Com- 
panies when it was organized in 1940 
and has been Executive Secretary of the 
Association since 1945. His work in his 
new post will include special assign- 
ments in keeping with his broad back- 
ground and experience. 








WRITE FOR THE 
FACTS ABOUT... 


F WELLINGTON “ 
<(]> FUND 4 


Founded 1928 


Wellington Fund is a profes- 
sionally managed Mutual In- 
vestment Fund seeking IN- 
COME and opportunity for 
ssible PROFITS and L NG- 
ERM GROWTH. 
Through a diversified and bal- 
anced investment program in 
one common stock certificate, 
Wellington gives you a share 
in the ownership of about . . . 


300 BONDS, PREFERRED 
AND COMMON STOCKS 
IN MANY DIFFERENT 

AMERICAN INDUSTRIES 
For your free copy of the facts 
about Wellington Fund, ask your 
investment dealer for a Prospec- 
tus—or use coupon below. 


THE WELLINGTON COMPANY 
Philadelphia 3, Pa. TE 


Name 





a 


Address. 





City. 














He collaborated in the five-year study 
of investment companies undertaken by 
the Securities and Exchange Commis- 
sion (1936-1940). He also participated 
in the negotiations with the S.E.C, and 
assisted at the hearings before the 
Senate Banking and Currency Com- 
mittee, which led to enactment of the 
Investment Company Act of 1940, the 
basic statute regulating the management 
operations of investment companies. 


deVegh Fund Changes Name 
Shareholders of the deVegh Income 


Fund have approved a change in name 
to deVegh Diversified Fund as more 
descriptive of the company’s operation. 
The former name might be interpreted 
to imply a disproportionate emphasis 
upon income, although it had never 
been the purpose of the fund to sub- 
ordinate all other considerations to 
achieving a high immediate return. 
Throughout its existence, the fund has 
diversified its holdings among bonds, 
preferred and common stocks as well 
as among individual holdings and sev- 
eral industry groups. 


A A A 
Profit Sharing Plan in Action 


“Industry is more than a process, even 
more than the art of making good and 
beautiful things; it is an art of life.” 


This idea led Jacob D. Cox to found 
a profit-sharing plan at the Cleveland 
Twist Drill in 1915. In a speech to his 
employees in 1945, his son outlined the 
aims of the plan as a means of attract- 
ing good employees, cutting down labor 
turnover, rewarding long service em- 
ployees, strengthening the company com- 
petitively, and contributing to the 
progress of humanity. Did he accomplish 
his aims? 

There has been almost no labor turn- 
over, and the morale of the present em- 
ployees is high. There has been almost 
no absenteeism and no strikes. The long 
service employees have been rewarded 


with a total of $7,670,000 since founding 
of the plan. One hundred per cent of 
Cleveland Drill Co.’s employees are 
profit-sharers. The plan has turned over 
profits to the employee 35 years, against 
6 non-profit sharing years, and during 
the profit years, the company paid an 
average of 6% based on wage scale. 


Employees also receive incentive bon- 
uses, a paid suggestion system, vacation 
and holiday pay, group insurance, pen- 
sion plan benefits, sick benefits, and 
catastrophic illness insurance. In addi- 
tion, Cleveland Drill has an investment 
plan where employees with over five 
years’ service may invest up to their 
annual straight-time earnings (minimum 
of $50 at any one time) and receive a 
guaranteed interest of 6% plus a profit. 
sharing percentage. 


The Cleveland Twist Drill plan is 
based on wage dividends. If profits are 
above four per cent of the capitalization 
of the company for a year, half of this 
surplus profit is placed in a profit-shar- 
ing pool. This pool is then divided into a 
bonus fund for paying the bonus on earn. 
ings, and a participation fund for pay- 
ing interest on participating notes. 


The bonus is paid in cash at an an- 
nual meeting where the president an- 
nounces the profit-sharing percentage. 
The amount each employee receives is 
determined in proportion to his wage. 
Every employee is‘eligible for this part 
of the plan. 


The participation part of the plan is 
restricted to those with at least five 
years’ service with the company, with a 
few exceptions. Six per cent yearly is 
paid on any investment which has been 
made for a full month or longer. The 
money is divided on the same percentage 
basis as the bonus. Each participation 
note holder receives an amount equal to 
his percentage times the money that 
he has invested that year. All an em- 
ployee places in the participation fund 
can be withdrawn at any time. Retired 
employees may retain their notes, but 
people who leave the company must re- 
deem notes upon severance. 





Scudder 


Stevens 


& Clark 
Fund, Inc. 


Prospectus on request: 


10 Post Office Square 
Boston 9, Massachusetts 


300 Park Avenue 
New York 22, New York 


117 South 17th Street 
Philadelphia 3, Pa. 


ESTABLISHED 
IN 1928 


8 So. Michigan Avenue 
Chicago 3, Illinois 
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HENRY ANSBACHER LONG INDEX of MUTUAL FUNDS 








Indices are based on fund operation during the period covered and are No responsibility is assumed in so far as compliance with the Statement 
of Policy is concerned for the employment in whole or in part of the 


not a representation of future results. They should be considered in the index by issuers, underwriters or dealers. Principal indices for April 


















































































































































light of the individual companies’ investment policies and objectives 29, 1955 appear in the May 1955 issue and current income returns 
et based on April 30, 1956 offering prices are available on request. 
and the characteristics and qualities of the investments of these companies. These will soon be added to a revised short form index. 
Reference should be made to the introduc- I + 7 16 L ai D = of ” - 
tory article in July 1949 issue, outlining pur- 12/30/39 to ast 12 mo. Div. % i 5-Yr. Avg. 
sa of oalibealion and pal atl in 12/31/35 4/30/56 4/30/56 Net m3 rt Net sake 
selecting stock and cost-of-living averages, as Principal Invest. Cap. | Distr. (Bid) Income % 
periods and in interpretation of data. Principal — High Principal on. Distri. 4/30/56 0 
BALANCED FUNDS 
American Business Shares _ 65.0 197.4 
Axe-Houghton Fund “A” — | 714 275.2 a2 | 260 6.06 302.3 273 
Axe-Houghton Fund “B _ 88.1 312.5 $311.1 2.77 4.49 $243.4 3.53 
Boston Fund 103.1 60.2 245.4 4241.1 2.66 3.16 4195.7 3.12 
Commonwealth Investment 106.3 73.5 300.7 298.9 | 2.98 2.88 248.3 3.55 
Dreyfus Fund**** (c) soot — 290.6 4290.3 | 195 7.79 +245.6 3.05 @ 
Eaton & Howard Balanced 114.5 73.6 %$267.2 265.1 2.84 2.18 233.5 3.41 
Fully Administered Fund (Group Securities) — —_ 69.4 $191.2 191.2 3.37 10.30 145.2 3.28 
General Investors Trust 110.0 65.2 187.3 4185.6 3.31 3.68 +145.0 3.99 
Investors Mutual — 73.5 214.2 $212.6 3.37 1.59 +178.9 3.83 © 
Johnston Mutual Fund fate — e729 272.9 | 318 3.94 244.0 3.62 @ 
Nation-Wide Securities** —..._______ 102.6 59.6 179.1 178.6 3.18 3.23 144.3 3.75 
George Putnam Fund __ — | 692 +2148 213.4 | 288 3.82 175.7 3.44 
Scudder Stevens & Clark 97.4 80.9 {211.6 210.2 | 286 4.09 175.5 3.16 
Wellington Fund 105.2 75.0 4226.2 224.5 3.01 3.01 175.6 3.40 
Whitehall Fund - as — 273.2 271.6 3.26 5.25 227.6 3.68 @ 
Wisconsin Fund, Inc.*** ae 65.1 $311.1 +308.0 3.13 7.24 7215.5 3.32 
AVERAGE: BALANCED FUNDS __._-____ 2 105.6 70.8 240.0 238.6 2.96 4.35 182.8 3.44 
STOCK FUNDS 
Affiliated Fund*** aa 50.2 252.5 251.5 3.51 4.73 157.9 3.99 
Broad Street Investing Corp. 109.9 60.1 321.2 320.0 | 351 3.11 264.8 4.29 
Bullock Fund 109.8 61.0 $312.8 312.3 2.68 3.35 255.8 3.81 
Delaware Fund — 76.1 $220.0 219.5 3.02 5.15 126.7 3.50 
Diversified Investment Fund, Inc.*** (c) — — 225.6 4221.5 4.01 4.35 ¥190.6 4.69 @ 
Dividend Shares 109.0 62.1 %$259.0 +257.6 2.85 2.92 211.0 3.77 
Eaton & Howard Stock 107.1 62.7 %$3878.5 377.3 2.33 3.33 324.8 3.19 
Fidelity Fund —_ — 1379.0 376.1 3.46 2.37 328.3 4.27 e 
Fundamental Investors 105.2 64.8 $415.2 415.2 2.93 3.52 354.2 3.83 
Incorporated Investors 103.6 63.9 %$422.1 422.1 2.47 5.60 347.9 3.36 
Institutional Foundation Fund —.—_$__ _ — $254.0 253.4 3.17 3.72 195.6 3.27 @ 
Investment Co. of America — 50.8 %3821.2 321.2 2.52 5.63 230.6 3.23 
Knickerbocker Fund — 69.0 %$146.1 7145.3 3.74 6.80 + 87.8 2.57 
Loomis-Sayles Mutual Fund (c) ~~. = 72.4 74.2 243.2 240.8 2.75 5.59 +160.1 2.91 
Massachusetts Investors Trust 110.7 50.7 844.5 342.3 3.38 2.38 317.5 4.10 
Mass. Investors Growth Stk. Fund __...__ 114.2 57.4 $359.9 359.6 1.89 5.48 296.2 2.49 
Mutual Investment Fund (c) 129.7 56.1 %$216.9 216.9 2.73 3.41 174.0 2.69 
National Investors — 60.7 $394.3 393.4 2.28 5.40 308.9 2.97 
National Securities — Income*** (c) — 66.0 147.8 7147.1 4.58 3.01 4121.9 5.28 e 
New England Fund (c) 117.4 61.4 $202.6 7206.4 3.54 7.16 7148.9 3.79 
Selected American Shares 123.8 60.9 $271.5 270.9 3.03 5.96 204.8 3.75 
Sovereign Investors —_— 62.5 $206.5 205.5 3.21 2.26 174.6 4.52 
State Street Investment Corp. 92.8 60.7 $312.0 304.9 r2.42 7.99 199.5 2.74 
Wall Street Investing Corp. (a) _— — $349.8 346.2 2.77 1.98 325.6 3.53 e 
AVERAGE: STOCK FUNDS 108.1 63.2 301.4 300.1 2.89 4.43 235.6 3.46 
90 STOCK INDEX (Standard & Poor’s) ____ 106.7 59.3 388.1 384.2 — —- oo — 
CONSUMER PRICE INDEX (B.L.S.) —_. _ n99.7 n193.6 — — — _— — 
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Base index number of 100 is the offering price on Dec. 30, 1939. 


soma 6, 7, and 16 arrived at as follows: To the bid prices at the respective COL. 17 represents figure obtained by dividing such dividends accruing over 
_ indicated are added all capital distributions to such data and the re- the annual period ending with the stated date by the average of the twelve 
Sultant sum is divided by the 1939 base offering price. month-end offering prices ending on the corresponding date. 


CAPITAL GAIN DISTRIBUTION column (18) represents percentage of 
distribution, if any, from capital gains or any other source, for the current 
annual period. 


COL. 19 represents the current month-end bid (col. 16 less all capital distri- 
butions) divided by the 1939 base offering price. 





INCOME PERCENTAGE includes only those dividends paid by the com- COMPANIES ORGANIZED AFTER 1939 are given an initial index number 
Panics out of income earned from dividends and interest on their portfolio on the date they commence business equal to the average of all those stock 
Securities (excluding all capital distributions). or balanced funds in existence at the time. 
o—new revised series adjusted to Dec. 1939 base. t—Adjustment for capital gains tax will be made in **Became Balanced Fund in 1945. 
‘plus rights. : : revised index. ***Not included in balanced or stock average. 
(c)---regrouping awaits new detailed classifications. +Ex-dividend current month. ****Name changed from Nesbett Fund. 
New England a flexible fund with current tHigh reached current month. Correction April issue, col. 16: Sovereign Investors 
balanced policy. @ Principal index begins after 1939 base date. 205.6; Wall St. Investing Corp., 348.0. ; 
(a)~—Does not reflect new acquisition cost. ; 
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NATURAL GAS 


A GROWING ENERGY SOURCE 


THOMAS A. KENNEDY 


Painting by Marshall Johnson in collection of Second Bank-State Street Trust Co. 


ARKING A CONTINUATION OF THE 
M industry’s vigorous growth trend 
over the past ten years, consumers of 
the “Ideal Fuel” increased again last 
year to a total of 24 million, a gain of 
around two million customers. Sales of 
natural gas were proportionately higher 
at about 63 billion therms or some 6 
trillion cubic feet (1 therm equals 95 
cubic feet), as against 58.0 billion 
therms or 5.5 trillion cubic feet in 1954. 
Revenues of natural gas companies 
reached new record highs of about $3 
billion or 16% more than 1954’s $2.6 
billion. 


Natural gas consumption continued 
to move ahead accounting for 27% of 
the mineral energy produced in this 
country last year in terms of Btu’s, as 
against 11.9% in 1940. The use of pe- 
troleum calculated on the same _ basis 
also expanded but at a much slower 
rate, to 38.4% of the total against 32.6% 
in the earlier period. Coal, however, 
extended its long-term decline and at 
the end of last year accounted for only 
34.6% as against 55.5% in 1940. With 
industry leaders almost unanimous in 
predicting another record in 1956, in- 
dications are that natural gas will make 
further inroads in use of coal and oil. 


Natural gas systems continue to 
spread into new areas, and with the 
completion of the Pacific Northwest 
pipeline, only two states in the nation 
will not be receiving natural gas. Under 
the approval of the Federal Power Com- 
mission about 4,500 miles of new trans- 
mission pipelines were authorized last 
year, of which more than 3,000 miles 
actually were laid with the remaining 
1,500 miles under way at the year-end. 
In addition, during the year more than 
22,000 miles of distribution and storage 
pipelines were constructed which did 
not require FPC approval. Currently, 
gathering, transmission, distribution 
and storage pipelines in the U. S. are 
more than 445,000 miles. 
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During the major part of more than 20 
years in the financial community, the author 
has engaged in industrial security analysis, 
with special emphasis upon oil and natural 
gas securities. He is connected with the re- 
search activities of Hayden, Stone & Co., 
members of the New York Stock Exchange. 





Last year the gas utility and pipeline 
companies spent around $1.4 billion for 
new construction and expansion of facil- 
ities and expectations are for more 
than $1.2 billion this year. Industry 
estimates indicate that total construc- 
tion expenditures for the four years 
1955-1958 will come to $4.3. billion. 
Thus, with gross assets now of $16 bil- 
lion, it appears well on its way to be- 
coming a $20 billion industry. 


During this period, the gas industry 
will require 6.2 million tons of steel 
pipe. Approximately 2.2 million tons 
were used in 1955 alone. About 3 mil- 
lion tons will be in the form of 16 inch 
or larger diameter, primarily used for 
transmission lines. An additional 199,- 
000 tons of steel in other forms, and 
nearly 815,000 tons of cast iron will 
be needed from 1955 through 1958. 


Underground Storage Aids 


During peak load periods, distribu- 
tion of gas is being facilitated by ex- 
pansion of underground storage. At 
the start of 1955 there were 172 under- 
ground storage pools in 17 states and 
an additional 12 pools under construc- 
tion with an ultimate capacity of 1,859 
billion cubic feet. 


There are 6,395 active storage wells 
in operation in the 172 pools. It is esti- 
mated that the 12 pools under construc- 
tion will add nearly 200 billion cubic 
feet of underground storage space. With 
indications that new gas househeating 
customers will increase at about 1,200,- 
000 per year over the next few years, 
underground storage becomes an in- 
creasingly important factor in stabiliz- 
ing the gas load. 


Last year the gas industry spent near- 
ly $75 million on construction of under- 
ground facilities and will spend nearly 
$50 million this year. Between now and 
the end of 1958, it is estimated that 
about $187 million will he spent in this 
manner. 


Aggressive merchandising and _pro- 
motion on the part of gas utilities, appli- 
ance manufacturers and dealers resulted 
in increased sales of gas appliances dur- 
ing 1955. Sales of gas ranges, exclusive 
of built-in types, totaled about 2,280,- 
000, compared with actual sales of 2.- 
023,000 in 1954. Automatic water heat- 
ers totaled about 2,800,000 units, an 
all-time high, compared with 2.281.000 
units in 1954. 

The gains in 
heating continued to be reflected in 
1955 central heating units of about 
1,146,000 units, or about 200,000 above 
1954. Included were about 850,000 floor 
furnaces, 245,000 conversion units and 
about 91,000 central heating units of 
other types. 


tremendous house 


Sales of gas refrigerators were the 
highest in recent years. Automatic 
clothes dryers established one of the 
best records in the brief history of 
this comparatively new appliance. Au- 


Maintenance crew of Texas Eastern Trans 
mission Corp. inserts a “pig” or scraper to 
travel in stream with the natural gas to the 
next compressor station, cleaning the pipe 
line of rust, pipe scale and other impurities. 
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tomatic clothes dryers topped 350,000 
units, compared with 260,000 units sold 
in 1954. It is conservatively estimated 
that there are more than one million 
automatic dryers in use today. 


The American Gas Association esti- 
mates that with maximum promotional 
effort and product design improvement, 
the ‘utility industry could sell over 20 
million gas heating units of all types in 
the five years 1955-1959. In the last 
five years actual sales were around 15.1 
million units and a potential domestic 
market exists for nearly 60 million gas 
appliances of all types, provided con- 
sumer purchasing power remains at 
present levels over this period. 

Space heating requirements in 1957 
are expected to be 53% above 1954 
and total sales of gas utilities could 
reach 75 billion therms as against 63 
billion therms in 1955. 


Air Conditioning New 
Load Factor? 

Enhancing longer-term expansion 
prospects is the gradual increase in 
sales of gas air-conditioning units. Re- 
search efforts being devoted to these 
appliances are expected to improve effi- 
ciency, cost and sales greatly in the 
next few years. 


Recognition of the importance of eco- 
nomical, competitively priced gas all- 
year air conditioning devices sparked a 
$300,000 industry research program. 
According to industry observers, gas 
air-conditioners will be an outstanding 
balancing factor possibly in five years. 

Although competition can be expect- 
ed from electric utilities, it is important 
to note that continued build-up of elec- 
tric air conditioning load will place a 
strain on their distribution systems. Of 
importance in this respect is the fact 
that practically no old residences and 
very few new ones are so adequately 
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“serub- 
at Southern Natural Gas Co.’s Gwin- 
Miss., installation. “Scrubbers” are 


A pipeliner twists inlet valve on a 
ber” 
ville, 
part of a specially designed distillate reduc- 
tion plant. In the background is the dehy- 


dration plant. Both plants remove liquids 
and impurities from natural gas. 


wired that they can carry present-day 
home loads of television, electric range, 
electric water heater, clothes iron, elec- 
tric laundry dryer, and multiple room 


lights. 


Illustrative of the potential of gas air 
conditioning to the industry is the re- 
cent statement of Chester L. May, senior 
vice president, Lone Star Gas Co., in 
Dallas: “If 10% of our 
stalled a 3-ton gas motor air condition- 
er, the amount of additional gas used 
would be over 8,500,000 Mcf. The ad- 
ditional revenue would be over $5,000,- 
000 and the added load could be served 
without additional capital investment 
for gas mains and equipment.” 


customers in- 


Overall there appears to be good 
basis for anticipating that gas-operated 
air conditioning may become the most 
important load on a distribution sys- 
tem. Furthermore, it could be more im- 
portant than the heating load, as this 
load created a capital problem with its 
painful peaks. The air conditioning load 
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will iron out the deep valleys between 
those peaks, with resultant economic 
benefits to the utilities and at no cost. 


Reserves Ample 


It is estimated by the American Gas 
Association that proved recoverable 
natural gas reserves in the United States 
at December 31, 1955 showed the sec- 
ond greatest increase over the previous 
year of any year since 1945. At the be- 
ginning of 1956, reserves reached a new 
high of 223.7 trillion cubic feet, an in- 
crease of 12.0 trillion cubic feet over a 
year earlier. Extensions and revisions 
of previous estimates and new discov- 
eries of natural gas in 1955 again ex- 
ceeded record production of 10.1 tril- 
lion cubic feet or 700 billion cubic feet 
above the 1954 record. 


Discoveries of new reserves last year 
were 5.7 trillion cubic feet, against 5.0 
trillion cubic feet in 1954, Extensions 
and revisions of previous estimates dur- 
ing the year added 16.3 trillion cubic 
feet while 87.6 billion cubic feet were 
added to estimated reserves in under- 
ground storage during the year. Based 
on last year’s production, reserves show 
indicated life of around 22 years, or 
about the same as in 1954, despite the 
7.3% increase in production in 1955. 
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Political Factors 


Currently the industry appears com- 
fortably situated from a reserve stand- 
point but the veto of the Harris-Ful- 
bright bill, which in addition to elimi- 
nating jurisdiction of the FPC over 
production, would have allowed pipe 
line companies the field price for gas 
produced from their own reserves, indi- 
cates the possibility of a slowdown in 
the search for new reserves and that 
many uncommitted reserves might be 
kept off interstate markets with efforts 
concentrated on building up intra-state 
outlets. However, these fears appear to 
have been tempered somewhat in re- 
cent weeks by indications that the FPC 
may move slowly in regulating produc- 
ing operations and by the possibility 


is entirely within reason to expect that 
natural gas reserves in the Province are 
in the order of 60 trillion cubic feet or 
about equal to those estimated in the 
Gulf Coast of Texas. 


In connection with fears in major 
consuming areas that the freeing of nat- 
ural gas producers from regulation 
would result in higher prices to con- 
sumers, it is important to point out that 
in recent years the field price for gas 
has definitely leveled off. When the 
major interstate transmission systems 
were being promoted and constructed 
immediately after World War II there 
naturally was keen competition in lin- 
ing up reserves with resultant increase 
in field prices. However, when all areas 
are adequately served, which is very 


Tennessee Gas Transmission Co., with a policy of diversification, owns half of this Petro- 

Tex Chemical Corp. plant in Houston. It manufactures butadiene, an ingredient of synthetic 

rubber. Storage tanks in foreground hold liquid products under pressure. Fractionators in 

background prepare feed stock and purify the finished product. Co-owner is Food Machinery 
& Chemical Corp. 


that should the present Administration 
remain in office new legislation may be 
introduced freeing gas producers from 
government regulation. One _ proposal 
that appears to meet with the approval 
of some members of the FPC and vari- 
ous industry groups basically provides 
that initially natural gas prices in the 
field arrived at on the basis of arms 
length bargaining would be accepted 
without challenge, and would be sub- 
ject to review by the FPC after each 
five year interval. 

Even should natural gas legislation 
be long delayed and result in a gradual 
cutback in the dedication of additional 
reserves by producers, the industry could 
tap surplus supplies of gas in Mexico 
and Canada, providing there is liberal- 
ization of U. S. import policies. Accord- 
ing to Premier Manning of Alberta, it 
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nearly the case today, the need for bid- 
ding up the price for future delivery is 
becoming less urgent. Other factors 
that could limit increases in the price of 
gas over the period ahead include com- 
petition from other fuels, plus the pos- 
sibility that with lifting of regulation 
of natural gas producers, greater sup- 
plies are likely to be made available by 
producers theretofore reluctant to enter 
into long-term sale contracts because of 
fears of government regulation. In the 
latter connection, had the Harris-Ful- 
bright bill become law, as much as 10 
trillion cubic feet of new gas would have 
been made available to interstate trans- 
mission companies. 


Investment Considerations 


With only two more states remaining 
to be served with natural gas, the period 


of most rapid growth appears behind, 
although further gradual expansion is 
probable. The immediate outlook is 
made uncertain by regulatory problems 
but these may be favorably resolved 
through legislation in the not too dis- 
tant future. At the present time publicly- 
held companies offer a wide range of 
participation in future growth of produc- 
ing companies, companies engaged sole- 
ly in transmission and distribution of 
gas, transmission and distributing com- 
panies with their own reserves and oil 
companies with substantial gas reserves. 


Discrimination should be exercised 
in making commitments because pro- 
ducing equities, generally speaking, 
appear quite liberally valued in relation 
to current earnings and, in the case of 
smaller companies, represent essentially 
speculative exploratory ventures. Trans- 
mission companies, because of the al- 
most riskless nature of operations, 
stemming from the fact that their lines 
connect large reserves at one end and 
virtually unlimited markets at the other, 
have appeal largely from an income 
standpoint. Producing and _ integrated 
oil companies and transmission com- 
panies with substantial owned reserves 
of natural gas overall appear to repre- 
sent the more attractive issues for ob- 
taining representation in the industry. 


In connection with oil companies, it 
is not generally appreciated that major 
companies have the largest natural gas 
production and reserves, with twelve 
companies controlling more than 40% 
of total domestic reserves. Furthermore, 
income from gas operations and _ the 
strong reserve position in most instances 
is not reflected to an important extent 
marketwise. Transmission companies 
with substantial owned reserves of gas, 
in addition to prospective expansion of 
earnings and dividends resulting from 
the utility phase of their operations, 
offer interesting prospects of capital ap- 
preciation over the longer-term on the 
possibility that they may be successful 
in capitalizing more fully on the values 
inherent in their owned reserves of gas. 


A A A 


® A 16-month program to reduce waste 
at Minneapolis-Honeywell Regulator Co. 
has paid off well for both the Company 
and the employees. The index of scrap 
reduction has improved; the number of 
grievances processed decreased by 25%; 
factory production increased. At the start, 
664 union members had been laid off, but 
now union secretary-treasurer Robert 
Wishart says “every laid-off employe who 
wants a job has been rehired.” 
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STANDARD OIL COMPANY oprna 


and Subsidiaries Report 


1955 Biggest Year in Company History 


Net earnings, total income, and total dividends paid to stock- 
a set new records in 1955 for Standard Oil Company 
(Indiana). 


NET EARNINGS FOR 1955 WERE $157,120,000, a gain of 34 per cent 
over 1954. This was equal to $4.81 a share, based on the average 
number of issued shares. This compares with $3.73 a share in 
1954, after adjustment for a 100 per cent stock dividend in that 
year. Chairman Robert E. Wilson and President Frank O. Prior 
attributed the earnings gain to greater production of crude oil 
and natural gas liquids, product sales increases, and operating 
savings resulting from Standard’s heavy investment in new facili- 
ties in recent years. Earnings in 1955 included a nonrecurring 
net profit of $9,235,000 from the sale of an interest in certain 
producing properties. 


TOTAL INCOME FOR 1955 SET A NEW HIGH OF $1,814,000,000. Sales 
totaled a record $1,736,000,000. In the face of intense competi- 
tion, volume of product sales increased 7.9 per cent; dollar value 
increased 7.5 per cent. A booming economy in industrial areas 
aided in achieving these gains. However, the rural market was 
depressed in most areas as a result of falling farm prices. 

Gasoline octane ratings are now at the highest point in the 
Company’s history. Increasing emphasis is being placed on man- 
agement-dealer conferences to toakie mutual problems and im- 
prove operations. Capable dealers in clean and attractive stations 
are a key factor in Standard’s sales success. Since 1946 volume of 
gasoline sales through service stations has increased 80 per cent 
while the number of outlets has been held fairly constant. 


DIVIDENDS IN 1955, including the market value on its distribution 
date of a special in Standard Oil Company (New Jersey) stock, 
were $2.403 a share. These dividends were valued at $78,187,000, 
the highest in the Company’s history. On a comparable basis, 


dividends paid in 1954 were equal to $2.083 a share. Dividends 
were paid in 1955 for the 62nd consecutive year. 


PRODUCTION IN 1955 was aided by continuing development of 

rior discoveries. The most active development area was in the 
Peeabins field, Alberta, Canada. Standard produced 7,360 net 
barrels of Canadian crude daily at the end of 1955, more than 
four times the production rate at the previous year end. After 
making up for 100 million barrels withdrawn during the year and 
the sale oF: an interest in some producing properties, Standard was 
able to increase net proven reserves of crude oil and natural gas 
liquids 37 million barrels, to 2,097 million barrels. 


TOTAL BORROWINGS IN 1955 decreased by $11,679,000. At the 
year end, they were about 17 per cent of total assets, compared 
with a peak of 21 per cent in June, 1949. Capital expenditures of 
$229,900,000 in 1955 compared to expenditures of $284,300,000 
in 1954. Major manufacturing outlays were for further product 
quality improvement, for a refinery being built at Yorktown, 
Virginia, and for chemical plants at Brownsville, Texas, and 
Hammond, Indiana. Capital outlays for transportation and mar- 
keting went mainly toward modernizing and improving existing 
facilities to reduce operating costs. 1956 capital expenditures 
probably will be 15 or 20 per cent higher than in 1955. 


EMPLOYEES AT THE END OF 1955 numbered 51,520, of whom about 
30,000 own Standard Oil stock. Wages, benefits and employee 
relations practices were consistent with the best examples of a 
free and competitive business system. 


STOCKHOLDERS NUMBERED 132,800 at year end. This broad base 
of ownership extends to residents of every state in the union and 
of many other parts of the world. Museums, libraries, colleges, 
hospitals and other institutions serving the needs of many peopl 
were among those receiving regular Standard dividend cua. 


This record of progress reflects constantly improving ability to serve our customers, and demonstrates the splendid support and cooperation of our employees. 





CONSOLIDATED STATEMENT OF INCOME 
for the Years 1955 and 1954 


1955 1954 


Sales and operating revenues............. $1,781,317,827 $1,660,343,193 
Dividends, interest, and other income 32,636,188 16,195,654 
Total income............... $1,813,954,015 $1,676,538,847 








DEDUCT: 
Materials used, salaries and wages, oper- 
ating and general expenses other than 
those shown below.................. $1,411,523,765 $1,347,519,754 
Depreciation, and amortization of emer- 
NET SIDS os oe swine ree dw am 87,607,924 77,195,905 
Depletion, amortization of drilling and 
development costs, and loss on retire- 
ments and abandonments............ 51,575,756 45,935,491 
Federal taxes on income............... 43,290,000 29,471,000 
Other taxes (exclusive of taxes amounting 
to $288,354,000 in 1955 and $264,952,000 
in 1954 collected from customers for 
government agencies)................ 49,622,854 44,552,531 
I ee ae 11,987,179 11,301,377 
Minority stockholders’ interest in net 
earnings of subsidiaries.............. 1,228,709 3,406,021 
Total deductions............ $1,656,836,187 $1,559,382,079 
Net GOURIGS... ci cicccasssscsecscecssces § BGt 0c eeees § 219,168 708 














Copies of the 1955 Annual Report are available on request as long as the supply 
lests. Write Standard Oil Company, 910 S. Michigan Avenue, Chicago 80, Illinois. 
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THE STORY IN FIGURES 





1955 1954 1953 


FINANCIAL: 


Total income..........  $1,814,000,000 $1,677,000,000 $1,729,000,000 
Net earnings........... 157,120,000 117,160,000 124,830,000 
*Net earnings per average 
issued share....... 


‘iss ta $4.81 $3.73 $4.06 
tDividends paid $55,970,000 $48,780,000 $46,620,000 
$2.403 $2.083 


tDividends paid per share $1.932 
Earnings retained in the 
ee eee $101,150,000 $68,380,000 $78,210,000 
Capital expenditures.... $229,900,000 
Total assets........... $2,332,000,000 
POE SONI. 5 a 5 t:5-00 0% «0 1,701,000,000 
*Book value per share... $51.46 


PRODUCTION: 


Crude oil and natural gas 
liquids, barrels per day, 
RE ra A 

Oil wells owned, net. ... 

Gas wells owned, net.... 


MANUFACTURING: 


Crude oil and natural gas 
liquids processed, bbl/ 
| SR Re 

Crude running capacity, 
barrels per day (year 
ME Ss biwkc dime on 


601, 579,500 


655,800 657,700 612,800 


MARKETING: 


Total sales in dollars.... $1,736,000,000 $1,621,000,000 $1,665,000,000 
Sales of crude oil, barrels 117,400,000 113,200,000 132,300,000 
Sales of natural gas, thou- 

sand cubic feet....... 434,000,000 393,400,000 367,500,000 
Sales of petroleum prod- 

ucts, barrels......... 234,300,000 217,200,000 224,700,000 
Retail outlets served.... 30,140 30,710 30,900 


TRANSPORTATION: 


Pipelines built, miles.... 315 1,163 1,484 
Pipelines owned, miles. . 17,400 17,550 17,540 
Pipeline traffic, million 
en I ns a sce 146,200 140,500 142,500 
Tanker and barge traffic, 
million barrel miles. .. 94,130 81,290 101,100 


PEOPLE: 


Stockholders (year end). 132,800 117,800 
Employees (year end)... 51,520 0 50,870 
Wages and benefits... .. $330,800,000 $323,100,000 $313,600,000 
*Adjusted for the 100 per cent stock dividend in 1954. 
t‘‘Dividends paid” include the value on this Company’s books of the 
Standard Oil Company (New Jersey) stock distributed as a dividend. 
“Dividends paid per share’? (which have been adjusted for the stock 
dividend in 1954) include the market value of the Jersey stock on date 
of distribution. 





Tot ROAD PICTURE BRIGHTER 


_ DEPRESSED MARKET FOR TOLL 
turnpike and bridge revenue bonds 
in recent months is of direct and im- 
mediate concern to the many thousands 
of institutional and individual investors 
who own this type of security. The 
question these bondholders would now 
like to have answered is: “What hap- 
pened to the toll road boom and what 
caused the present decline in the reve- 
nue bond market?” 


Toll roads developed rapidly after 
World War II and were enthusiastically 
welcomed as a positive and constructive 
step toward the alleviation of our seri- 
ous highway problem. That this accept- 
ance was justified is clearly demonstra- 
ted by the fact that today these turn- 
pikes are virtually the only real “super- 
highways” in the country completely 
adequate to handle present-day traffic. 


These modern toll roads, which have 
done so much to relieve congestion and 
traffic bottlenecks and provide safe, fast, 
comfortable travel in the areas they 
serve, were a marked financial success 
almost immediately and the impressive 
records of the Pennsylvania Turnpike, 
the Maine Turnpike and the New Jersey 
Turnpike were not lost on harassed 
public officials in other parts of the 
country. They quickly embraced toll 
roads as the panacea to solve their own 
pressing highway problems. There was 
scarcely an important state which did 
not come up with its proposed turnpike 
route and in the heat of enthusiasm 
more than 100 projects were proposed, 
some of obviously dubious merit which 
never advanced beyond the dream 
stages. Those found economically and 
financially sound were quickly financed 
and constructed. 

In the light of overwhelming official 
enthusiasm and obvious public support, 
turnpike projects everywhere received 
widespread and highly favorable pub- 
licity. Each new issue was eagerly 
snapped up. Everyone climbed aboard 
the toll road bond bandwagon; most 
issues went to a premium; and both in- 
vestors and investment bankers blithely 
participated in a comfortable “free 
ride.” The boom was at a zenith. 
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JEROME C. L. TRIPP 
Tripp & Co., Inc., New York 


Bloom Fades 


In 1955, three new turnpike issues 
failed to go to a premium and some in- 
vestors and investment bankers were 
disappointed. At about the same time, 
it became apparent that initial earnings 
on the West Virginia Turnpike would 
be considerably below engineers’ esti- 
mates for the first year’s operation. In 
addition, two or three new toll bridge 
projects reported lower-than-estimated 
revenues for their first year operations 
which, incidentally, is not at all unusual 
for a new project. 


Newspapers and magazines, which 
had been singing the praises of toll 
roads, quickly changed their tune. 


A prime example of misinformed 
publicity was the completely unjustified 
and premature conclusion drawn from 
the first few months’ traffic and revenue 
figures for the new Ohio Turnpike. 
Armed with the flimsiest of statistics, 
the precursors of doom and enemies of 
turnpikes brashly proclaimed the demise 
of the Ohio Turnpike (almost before 
it was born) and of toll roads in gen- 
eral. The publicity was not only harm- 
ful to one of the most vital develop- 
ments in the history of American trans- 
portation, but it was unfair, erroneous 
and grossly distorted. For example, 
many would-be prognosticators would 
use one or two months earnings as a 
basis for predicting earnings for the 
next year. Experience has shown, how- 
ever, that it is virtually impossible to 
judge a new turnpike project like the 
Ohio Turnpike on the basis of a few 
months’ operations, particularly if 
opened during the slow winter months 
when revenue is lowest and expenses 
highest. 


Judging New Facility 


There are many important factors, 
both tangible and intangible, to be 
considered in judging a new toll facility: 
variations in monthly traffic percentage 
factors, the effect of weather, historical 
growth paiterns of operating toll facili- 
ties, general economic conditions, the 
drastic change in riding habits caused 


by the contruction of new toll facilites 
and the notable slowness of truck traffic 
to “take” to new toll roads. 


Unfortunately, however, turnpike pro. 
jects, unlike other business enterprises, 
exist in a goldfish bowl. Few people 
watch the month to month operations 
of major corporations but new turnpike 
and toll bridge projects are subjected 
to the searching glare of public scrutiny 
and their operations are constantly be- 
ing analyzed by crystal gazers and other 
“experts” unfamiliar with the intricacies 
of their financing and operation. 


Tight money and rising interest rates 
have affected the market for all bonds 
over the past few months. In addition, 
there has been an oversupply of certain 
state, municipal and public revenue is- 
sues in the market. Still another disturb- 
ing factor was the confusion over the 
Federal government’s proposed _high- 
way program. All these factors com- 
bined to create a temporary loss of 
confidence in toll road and bridge pro- 
jects and their bonds, even among some 
sophisticated investors and investment 
bankers. 


Looking Up 


There are plenty of facts to demon- 
strate that there is a real chance for 
price improvement in most toll road 
and bridge bonds in coming months. 
In the first place earnings of most pro- 
jects are at an all-time high. Traffic 
and revenues on the major operations 
in 1955 broke all records and _ first 
quarter of 1956 figures show that they 
continue above the first quarter of 1955. 
Furthermore, traffic and revenue trends 
on virtually every toll facility which has 
been in operation or which opened dur- 
ing the past ten years have shown a 
steady and substantial growth. 


The operating records of the two 
principal targets of present-day criti- 
cism, the West Virginia Turnpike and 
the Ohio Turnpike, are already show- 
ing impressive growth. Total revenue 
on the Ohio Turnpike in March was 
over $900,000, an increase of 26% 
above February. April, in spite of mis- 
erable weather, should be about 20% 
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higher than March and really good 
driving weather should remove any 
doubt of its success. 


On the West Virginia Turnpike, a 
very definite growth trend is develop- 
ing. For the first three months of this 
year, vehicular revenue was $677,736— 
or an increase of 28.9% over that of 
the first quarter in 1955. Of even more 
significance is that net revenues in this 
same period were 33.4% above net 
revenues last year, due almost directly 
to the steady rise in volume of truck 
trafic. In the first 1956 quarter, trucks 
averaged 1,028 vehicles per day, com- 
pared with 836 vehicles last year. Pre- 
liminary figures for April indicate that 
this trend is continuing and responsible 
financial analysts now predict at least a 
20% increase throughout the remainder 
of the year. 


In addition to current excellent op- 
erating records of major toll facilities, 
two other basic facts add considerably 
to the soundness of these revenue bonds: 


l. Most 


must 


toll 
maintain, 


projects have, and 

debt service reserves 
equal to one or two years’ interest on 
all outstanding bonded debt. Current 
reserves of just twenty of the major 
entities are well in excess of $100,000,- 
(00, all earmarked to pay interest on 
or to retire outstanding bonds. 


2. The earnings as well as the prop- 
erty of the great majority of toll pro- 
jects are entirely free from federal 
taxation. 


The unknown factor which will affect 
the expected improvement in the turn- 
pike and toll bridge bond market is, of 
course, the trend of money rates but 
light money periods do not last forever. 
One of the largest investment advisory 
organizations recently commented in 
tecommending purchase of public reve- 
tue bonds now: “We doubt that the 
bottom of the move has been reached, 
but the recovery (when it comes) may 
be so rapid as to make it virtually im- 


possible to acquire bonds at reasonable 


prices,” 


The remark of Mark Twain that “the 
reports of my death are a gross exag- 


| seration” applies aptly. Turnpike and 


toll bridge projects today are in health- 
ier financial condition and more indis- 
pensable than ever. Regardless of the 
new highways that may finally be built 
under the long-delayed Federal pro- 
gram. the mileage of improved roads 
will never catch up with growing de- 
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mand. Moreover, if and when new Fed- 
eral interstate highways are built, they 
will, in all probability, feed still more 
traffic into existing toll roads. 


Factors to Watch 


In the next six to 18 months, there 
will be opened to the public such pro- 
jects as the Massachusetts Turnpike, the 
Mackinac Bridge, the Kansas Turnpike, 
the Florida Turnpike, the Indiana Toll 
Road, the Greater New Orleans Express- 
way, the Kentucky Turnpike, the Texas 
Turnpike and the Oklahoma Northeast- 
ern Turnpike. We urge caution in con- 
sidering the initial operations of these 
new facilities. Do not try to judge them 
on the basis of a few months’ or even 
one year’s earnings. These projects are 
vitally needed and their earnings, like 
those of any established toll facility, 
should equal or exceed engineers’ esti- 
mates over a fair period. 


When early operations of these new 
projects are considered, the following 
points might be kept in mind: 


1. Each turnpike and bridge pro- 
ject is separate and distinct and each 
has an individual traffic pattern. 


2. Developing a toll facility is like 
any other new business and the first 
years traffic and earnings have very 
little meaning. That is why interest 
charges are capitalized during the pe- 
riod of construction and usually for 
one year after. Traffic engineers know 
that it takes two to five years to estab- 
lish a clear cut traffic pattern on a new 
project. Consequently, their estimates, 
while shown by years, are intended 
rather as an estimate of the over-all 
earning power of a facility, to reflect the 
trend over a period rather than for any 
specific year. 


3. Seasonal factors for different toll 
projects, which must be weighed and 
carefully considered, fluctuate widely. 


4. Truck traffic trends develop more 
slowly than passenger car traffic trends. 
It often takes up to three years to de- 
velop truck traffic because truckers are 
traditionally slow to accept and fully 
utilize a new toll project. Records show 
that truck traffic on a new turnpike in 
the first year of operation is often 25- 
50% below engineers’ estimates. This 
was the case on the Maine Turnpike, the 
New Jersey Turnpike and other toll 
roads which now have truck patronage 
far above estimates. 


The present lull in turnpike and toll 
bridge financing is probably healthy 
because of tight money and high inter- 


est rates but we are convinced that it 
is just a lull. In our opinion, the recent 
turnpike dilemma is due as much to 
human frailty as to technical factors. 
There is a tendency to overlook flaws 
when the bond market is strong and 
new issues sell at a premium but when 
the market is weak and profits disap- 
pear, faults are magnified and bad news 
travels far and fast. 


Good news concerning earnings of 
new and old turnpikes, which can cer- 
tainly be expected in coming months, 
plus a better bond market in general, 
might very well mark the start of a new 
toll road boom. We are convinced that 
the need for additional toll roads a few 
years from now will be greater than 
ever. 


AAA 
Tax Cut Ahead? 


Announcement at the turn of the year 
by President Eisenhower and Budget 
Director Hughes that the long-sought 
balanced budget was in_ prospect 
brought the inevitable conjectures of 
1956 cuts in individual income taxes, in 
spite of the President’s expressed in- 
sistence upon some token debt reduc- 
tion. However, the overall pace of busi- 
ness and preliminary estimates of tax 
collections now seem to presage a sur- 
plus ranging between one and two bil- 
lion dollars, as contrasted with the 
President’s nominal estimate of some 
$200 million at that time. 


Secretary Humphrey has made no 
secret from the outset that he favors 
lower taxes but this does not influence 
his belief that fiscal stability should 
take precedence over relief to individual 
taxpayers. It is rumored that he will 
resist any moves in this direction unless 
he can foresee a $3 billion surplus for 
the June 30th period. 


This being an election year, it will 
undoubtedly take some stiff restraint 
from the executive side to sidetrack 
efforts, even if of token nature, on be- 
half of the voters. Representative Reed, 
Republican member of the House Ways 
and Means Committee, is already on 
record in favor of overhauling rates and 
the Democrats are certain not to be 
outdone in currying favor. 


While the Federal Reserve Board is 
never on record as to motivation for 
their decisions, some commentators be- 
lieve that tax cut possibilities entered 
into their calculations before the April 
12th rate boost and that an appreciable 
tax cut might bring further credit 
tightening. 
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Dynamics of 1955 


75th Anniversary of Electro Dynamic 
Division. Merger of Stromberg-Carlson 
Company as a Division of the Corporation. 
Development by Convair Division of ‘‘Atlas’’, 
the intercontinental ballistic missile. 
Performance “beyond all expectations” of the 
Navy by Electric Boat’s atomic-powered 
USS “Nautilus”. Establishment of the new 
General Atomic Division. Development of 
an atomic research reactor by Canadair 
Limited. Backlog of $1,600,000,000 

with an additional $370,000,000 of 

contracts under negotiation. 


RESULTS IN BRIEF 1955 | 195411) 





Net Sales $ 687,274,182 =| $712,150,670 
Profit Before Taxes 44,254,386 | 48,027,226 
Net Earnings 21,254,386 | 22,777,226 
Earnings per fe 

Common Share 4.23 | 4.6012) 
Cash, Dividends 10,807,177 # 8,330,763 
Cash Dividends per - 

Common Share 2.20 © 1.75(2) 
Working Capital 125,275,333 = 84,583,102 
Net Worth 119,302,096 © 108,016,871 
Backlog 1,610,000,000 | 1,089,000,000 
{1) To provide a basis for comparison, 1954 amounts include Stromberg~ 


Carlson Company. (2) Adjusted to give effect to 2-for-1 stock split-up 
in 1955. 
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NUCLEAR ENERGY REPORT 


Developments of Investment and Commercial Interest 


HE DIFFICULT AND DEVIOUS PATH 

from government monopoly status 
0 regulated industry status is one 
which will make atomic energy a 
headache for investors and analysts for 
along, long time. 


Recent developments offer oppor- 
tunity for a play on the words of the 
nuclear business — which includes the 
separation of isotopes by gaseous diffu- 
sion — with the honest observation that 
outside of the manufacturing plants, 
there is more diffusion than separation. 

Legislation to provide some kind of 
limited government indemnity in the 
remotely possible event of a nuclear re- 
actor accident involving liability claims 
beyond the coverage available through 
normal insurance channels, was at one 
pont well separated from the other 
questions and to this writer appeared 
on the way to passage during this ses- 
sion of Congress. 

Hearings will open by mid-May on 
the insurance legislation, but witnesses 
presenting the power industry can ex- 
pect questions from the legislators on a 
host of other problems cited as possibly 
rttarding — or threatening to retard — 
non-government development of nuclear 
power. Outstanding among these are 
the question of amendments to the Pub- 
lic Utility Holding Company Act, which 
some leaders of the power industry say 
threatens the multi-company organiza- 
tions now carrying the load, the ques- 
tion of tax relief for companies pouring 
substantial sums into developmental 


florts (billed as more patriotic than 
| Profitable) and reported discussions of 
}@needed streamlining of the anti-trust 
| Provisions of the Atomic Energy Act. 


None of these are calculated to be 
popular issues with politicians during 
tn election year. As a result, all of 
them, including the separable and gen- 
erally recognized need for action in the 
Iisurance field, may be lost in a welter 
if issues, each of which might be settled 
if seprrated from the others. 
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LEGISLATIVE ANSWERS NEEDED 


EDWARD R. TRAPNELL 


Associated with Bozell & Jacobs, Inc. 


The mixture, however, could serve as 
a lubricant for the proposals calling for 
an expanded government investment for 
its own account in large-scale power 
generating plants utilizing nuclear fuels. 
Supporting arguments will be three- 
fold: First, that such an impetus is 
needed to maintain U. S. prestige and 
position in the international arena; sec- 
ond, that advanced nuclear systems 
other than those now planned need test- 
ing on a large scale, and third, that the 
industrially sponsored program’ of nu- 
clear power development is not being 
pursued aggressively enough or that it 
is being slowed by technical problems 
which call for greater effort. 


There is a growing impression on 
the Hill that the technical job of trying 
to attain the cheapest possible power 
from nuclear fuels — still not as cheap 
as other fuels — on a large scale is 
much more difficult than first believed. 
Initial estimates of both the time and 
the money required may have been opti- 
mistic. The airing of these problems 
might be considered as too much of an 
invitation for a government crash pro- 
gram. Among the poltical mentors of 
the atom, however, there is considerably 
more sympathy in connection with the 
technical difficulties than there is with 
the tax and legal problems. 


Russians Work in Thermonuclear 


Field 


Governmental, scientific and some 
business circles were aroused by revela- 
tions of Russian work on controlled 
thermonuclear reactions — the nuclear 
principle of the so-called H-bomb — by 
a Soviet physicist who had accompanied 
Bulganin and Krushchev to England. 
The same circles were surprised by the 
parading of information in a field held 
highly secret in the United States and 
the United Kingdom. 


Speaking before British scientists on 
April 25 at Harwell, England’s atomic 
research center, Dr. Igor V. Kurchatov 


said work on controlling the thermonu- 
clear reaction for the production of 
power had started in Russia in 1952. 
He described the Soviet experiments in 
sufficient detail as to impress British 
scientists as to the merit of the Russian 
research efforts. 


One of Kurchatov’s scientific audi- 
ence described his remarks as “un- 
doubtedly the most important statement 
yet made on the subject of harnessing 
thermonuclear power for peace.” Chair- 
man Lewis ‘L. Strauss of the U. S. 
Atomic Energy Commission, who was 
out of the country and had made no 
comment at the time of this writing, has 
held steadfastly to the position that 
revelation of the nature of the U. S. 
work in the controlled-thermonuclear 
field would lead to impairment of the 
security of secret U. S. defense work. 


As reported in this column in Feb- 
ruary, AEC recently permitted sponsors 
of industrial power projects to survey 
the secret thermonuclear work in the 
United States. Admission was to be 
granted, however, only under Access 
Permits which prohibit publication of 
any data. The information is of obvi- 
ous importance to the sponsors of pro- 
jects planned at a cost of nearly a third 
of a billion dollars. 


The open and declared efforts to ob- 
tain power from nuclear fuels have all 
been based on utilization of the fission 
type nuclear reactions, in which the nu- 
clear structure of heavy atoms such as 
uranium is broken down with release 
of vast amounts of energy — but vast 
only in comparison with the release of 
energy in the ordinary combustion of 
conventional fuels. 


Another type of. nuclear reaction, 
fusion, involves the combining of the 
nuclei of atoms of light elements, such 
as hydrogen, with even greater release 
of energy than from fission. The fusion 
reaction is commonly referred to as 
thermo-nuclear because so far as is 
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known now the reaction can take place 
only under the very great compressing 
influence of extremely high temperatures, 
of the order of a million degrees centi- 
grade. The Russians claim to have at- 
tained such a temperature by “contain- 
ing” deuterium (heavy hydrogen) gas 
in an intense and concentrated magnetic 


field. 


They couldn’t hold any such appara- 
tus together, according to the Kurchatov 
report, but British scientists were im- 
pressed with the very fact that the high 
temperatures had been attained at all. 
They also said the emission of neutrons, 
which Kurchatov said had occurred but 
without any fusion or combining of 
nuclei having taken place, was a matter 
of great scientific importance. 


At the center of an explosion of a 
fission type atomic bomb, conditions 
can be attained which will result in the 
fusion of the nuclei of materials pre- 
cisely placed in the weapon. The re- 
sultant thermonuclear explosion can be 
a thousand times more powerful than a 
fission explosion. The question is, can 
these conditions be attained, and sus- 
tained, in any other way? The barriers 
to the work, from everything made 
public so far, seem to be higher than 
the stakes of success. 
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Model of first nuclear reactor for private industrial research which Armour Research 

Foundation will operate in Chicago is explained by Dr. Harry Pearlman, chief project 

engineer for North American Aviation, to Charlotte Mihalek, laboratory assistant. North 

American designed and contracted to build the 50,000 watt reactor which will be used to 
further development of peacetime applications of atomic energy. 





One point is clear: for at least some 
of the same reasons that the U. S. had 
no choice but to proceed with the de- 
velopment of the H-bomb, the control 
of the fusion reaction must be pursued. 
We must know, can or can’t it be con- 
trolled and exploited in the near or far 
future? 


To Build Nuclear Power Plants 


AEC has approved, as bases for con- 
tract negotiations, the proposals for 
small nuclear power plants submitted by 
two midwestern rural electric co-op 
group, with AMF Atomics, Inc., and a 
combine of Foster Wheeler Corp. and 
Worthington Corp. as the designers. 


AMF Atomics, a subsidiary of Ameri- 
can Machine & Foundry Co., is design 
agent for a boiling-water type of reactor 
of 22,000 electrical kilowatts proposed 
by the Rural Cooperative Power Asso- 
ciation of Elk River, Minn., and sched- 
uled for completion in 1960. Total cost 


is estimated at about $8.3 million, with 
AEC expected to put up as much as 
$6.8 million to cover design, develop- 
ment and construction of the reactor 
portion, and for research after comple. 
tion. 


Foster Wheeler is design agent for 
the reactor and Worthington for the 
heat-transfer system for the homogene- 
ous type reactor proposed by the Wolve: 
rine Electric Cooperative of Hersey, 
Michigan. Electrical capacity is 10,000 
kilowatts and total cost is estimated at 
about $4.8 million, with AEC expected 


to put up as much as $3.7 million. 


These two are the first approved of 
seven proposals received by AEC in 
February under a special developmental 
program for units of small capacity. 
The program is of special interest be- 
cause of the possible foreign market for 
units of capacities up to 40,000 kilo- 
watts. 
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Common stocks favored for trust 
funds and bank managed agency accounts 
can best be identified from the portfolios 
of all the 227 common trust funds that 
now report their holdings to Trusts AND 
Estates. The latest summary of equities 
in common trust funds appears in this 





MANAGEMENT SPEAKS... 


Abstracts and quotations from recent talks by the top 
management of companies whose securities are of interest 
for trust fund and other institutional investors. 


Dividends of $33.85 a share have 
been paid. 


Dividends of 75 cents a quarter 
have been paid for 37 consecutive 
quarters. 


The Company has announced its 
policy of maintaining the dividend 


O. ROGERS FLYNN, JR. 
Contributing Editor 


visible productive facilities. There are 
those of us who feel that the usual cost- 
ly cyclical pattern of our industry may 
be greatly minimized and the textile in- 
dustry again enjoy fair and reasonable 
return on investment.” 


call as rate regardless of normal business Before St. Louis Society of Financial 
orojedt fluctuations. Analysts, Apr. 11. 
North What are the policies of the manage- Ailey te int Che tees: a t 
sed te ments of these seasoned enterprises, + now Se ree’ Oe §CONSUMERS POWER CO. 
' é ment store, 20 years ago it ranked 
whose common shares appeal to profes- fifth a : 
=m sional investors, as to the making of ‘ ; : by Dan E. Karn, president 
: formal, quasi-formal or informal policy Mr. Puckett emphasized: the relative os ‘li ; : 
, with statements about their companies? A large youth of the management, 42 to 55 $500 ee estimated for con- 
ich as util do = as yet, — a sag years old; mandatory retirement at 65; a ee eee . hig he 
ve spokesman address security analysts or . : ‘ , : 
velop: f spore A — protection against nepotism; no direc- TCT 974 million 1s budgeted tor 956 
iain similar groups of investment advisors. : 3 which is expected to rise to $125 million 
: i die wither tuk, sense of he aosnenn tors can be candidates for reelection by 1960 
omple- companies maintain a regular program after their 70th birthday; 500-600 ex- Y : 
of personal appearances of top manage- ecutives trainees placed in one or two Operating revenues for 1960 have been 
oil companies, in particular, furnish fre- i ceils of rg ‘ iiities ix aithematell shesned d 
or the quemt reports through their chief execu- $ million; use’ o incentive compensa- - on is estimated electric revenues an 
ogene: tives. tion, low salaries and liberal profit shar- $95 million gas. Corresponding totals 
W olve- i _ ~ ing; liberal appropriation for research, for 1955 were $128.7 million and $59.8 
There is no unanimity of opinion ‘li Outlook { l j ; 
lersey, among notably well-managed companies Before St. Louis Financial Analysts, rg 10n. utloo or 956 earnings in- 
10.000 as to the wisdom of personal reports by Apr. 6; & Investment Analysts Society dicate about $3.25 a share. 
ited at management to the financial community. of Chicago, Apr. 12. Before New York Society of Security 
The failure to utilize this means of com- Anal A 
pected ‘ nalysts, Apr. 4. 
munication does not carry any implica- ARMSTRONG CORK CO. 
l. tion of managerial shortcomings. Other FOOD MACHINERY AND CHEMICAL 
=e effective methods are available but ade- by C. J. BACKSTRAND, president and CORP. 
peta . quate communication is essential to well- WALTER E. Hoaptey, Jr.. treasurer 
EC in informed-and well-disposed investors, es- by BENJAMIN C. CARTER, executive vice 
ymental pecially in today’s competitive capital Armstrong obtains 20% of sales president 
pacity. B market. from products introduced during the : is aa ‘ 
est be- past 5 years and is relying heavly on Sales and profits in 1955 substantially 
‘ket for \LLIED STORES CORP research to continue expansion at a er — 12-month period. 
0 kilo- siesta . ; faster rate than the general economy. Of the 5266 million gross sr re- 
; ; ; sap ‘ “in ora 23 
by B. Eant Puckett, chairman The cineee: ley. ox ote ported, 487; was o_o 35% civil- 
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“Allied is a dependable growth stock 


work: an overall increase of 13% over 








since 1900. 1955 sales $249 million and 


with the advantage of a stabilized and ¥ agihiesns: 
after tax earnings $14.5 million. Pre- 


latively mature industry—department 










the prior year. Government work fell 


lim; cal height ter 1956 off 11% but chemical sales increased 
tore retailing.” In support of this state- iminary estimates for first quarter L900 22% and machinery increased 17%. 
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ment Allied’s chairman presented a Fe comfortably ahead” of last year. 


wenty year record of a share of com- 
mon stock: 







Earnings increased from $3.80 a share 


Capital expenditures for 1956 will to $4.53 as a result of increased volume 


set a new high above the $11.7 million 


On January 31, 1936 this share 
represented $6.26 of net assets com- 
pared with $55.00 today. 


20 years ago there was $3.12 of 
preferred stock and debt for each 
doliar of equity, today it is 41 cents. 

Today fixed asset investment is less 
than 40% of common stock equity 


compared with 200%. 





expended in 1955. 

Before New York Society of Security 
Analysts, Apr. 5. 
BURLINGTON INDUSTRIES, INC. 


by Cuar_es F. Myers, Jr., treasurer 


“ee 


. . potential demand during the 
next ten years may well outrun present 





and increased profit margins in both 
chemical and machinery divisions. 


In partnership with Tennessee Gas 
Transmission Co., Food Machinery en- 
tered the petro-chemical field in 1955. 
Each company contributed $4 million 
to operate the Houston butadiene plant 
acquired from the U. S. Government. 
The balance of capital requirements was. 
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provided by long-term borrowings of 
this jointly-owned subsidiary. 


The Company’s emphasis is shifting 
from large volume, low profit margin. 
basic chemicals to the development of 
new chemical products, particularly in 
the organic field. 


Before Los Angeles Society of Secur- 
ity Analysts, Mar. 26. 


W. T. GRANT CO. 
by E. STALEY, president 


Although frequently classified in the 
variety stores group, Grant is actually 
a general merchandise chain. 1955 sales 
were: 39% soft Ines, 29% fashions; 
22% variety lines and 10% housewares. 
Credit has been ex'ended since 1946 
and 1955 credit sales were $25 million 
of total volume of $351 million. 


Sales increased 10.9% or $34 million 
over 1954, all from new and enlarged 
stores opened in 1954 and 1955. 1956 
increase from February Ist to April 12 
was about 15% which should be main- 
tained for the entire year. 


Grant has made a profit in each of 
its 49 years. Net earnings during the 
past 5 years represented about 28% of 
sales, or about 10% on total capital. 
Per share of $3.72 in 1955 compares 
with $3.36 in 1954. 

Dividends, paid in each of 49 years, 
in 1956 will be $2.00 a share. (1955—= 
$1.80; 1954—$1.50) present policy is 
to pay out 50-60% of earnings. 

Increased payrolls and fringe bene- 
fits have raised Check-out self 
service is used in 90 stores and to date 


costs. 


has not registered much variation in 
profit margin over the 444 stores with 
self-selection-girl-at-the-counter service 
or the 52 stores employing the central- 
wrap system. 

Opening new stores has been more 
productive than modernizing old stores. 
In the past 5 years 117 new stores 
opened and 20 closed. In 1955, 61 new 
stores opened; in 1956, 12 new stores 
opened with 56 more scheduled. 

Before New York Society of Security 
Analysts, Apr. 17. 


IOWA-ILLINOIS GAS AND 
ELECTRIC CO. 


by Cuarctes H. WuitrMore, president 


The $30 million expansion program 
to be completed by 1958 contemplates 
the sale of bonds, preferred and com- 
mon stocks, Initial requirements will be 
met by bank borrowings in mid-1956, 
to be refunded by permanent financing 
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in 1957. Securities sold will depend 
upon market conditions and result of 
pending rate negotiations in Davenport, 
Ottumwa and Iowa City. 


Before New York Society of Security 
Analysts, Apr. 25. 


MACK TRUCKS, INC. 
by P. O. PETERSEN, president 


Sales reached $38 million in first two 
1956 months against $20 million in 
1955, with earnings of 75c against 27c. 
1956 continues the upturn of 1955 when 
sales reached a record high and earn- 
ings were at their best in eight years. 


The potential market for trucks is 
very great because of trends toward de- 
centralization and the growth of subur- 
ban areas, high construction activity. 
road-building programs, broadened log- 
ging operations, expanding mineral and 
metal requirements and new uses for 
trucks. With its complete line of heavy 
duty trucks, buses, and fire apparatus 
Mack should benefit from all 


trends. 


“In 1955, we sold 42% of all diesel 
powered trucks. The Mack Thermodyne 
diesel engine today is recognized as the 
most efficient and economical engine of 
its type.” 


these 


Before New York Society of Security 
Analysts, Apr. 10. 


NATIONAL AIRLINES, INC, 
by J. C. BRawner, Sr., V.P. & Treas. 


In common with other major air car- 
riers, National has undertaken a large 
scale program to acquire new equip- 
ment. For the five years ending June 
1961 $104.25 million is to be spent, of 
which $101 million is for new aircraft. 
The funds will come from: deprecia- 
tion—$40 million; net cash from sale 
of present equipment—$15 million; net 
profit from operation after taxes and 
$1. dividends—$15 million; reduction 
of present working capital—$4 million 
and the balance of $30 million short- 
term bank loans from New York banks. 
No plan for extinguishing this debt was 
suggesied, so indications are that divi- 
dends will not be increased for some 
lime. 

Before New York Society of Security 
Analysts, Apr. 19. 


PITTSBURGH STEEL CO. 


by Avery C. Apams, president 


Net income for 1955 was $7.5 mil- 
lion or $4.31 a share. Net for the 8 
months ended March 1, 1956 is at an 


annual rate of $5.88 a share. The Com- 
pany now produces diversified finished 
products and has withdrawn from the 
sale of less profitable semi-finished 
products. Change-over was accomplished 
by 82% increase in finishing facilities. 

51% of 1955 shipments were hot and 
cold sheet-rolled products not produced 
prior to June 1953 and March 1954, 
respectively. Average return on invest- 
ment for the eight largest steel com- 
panies in 1955 was 15.1%, which com- 
pares with average return on _ invest- 
ment of 22.2% of 12 leading companies 
in other major industries. Mr. Adams 
contends that the return on steel com- 
pany investment should be improved 
by price increases. 

Before New York Society of Security 
Analysts, Apr. 12. 


REYNOLDS METAL CO. 
by Joun H. KREy, vice president 


Estimates of potential aluminum de- 
mand forecast 6 billion pounds in 1960 
and 8 billion pounds by 1965 compared 
with 1955 production of 4. billion 
pounds. Primary production will be in- 
creased by new capacity aggregating 
1.3 billion pounds. These new plants 
will be in production in from one to 
three years, depending on how much 
additional power plant will be required. 
There will then be about 414 billion 
pounds of primary and possibly 1*4 
billion pounds of imports and second- 
ary production to take care of the esti- 
mate of 6 billion indicated by 1960. 

Before St. Louis Society of Financial 
Analysts, Apr. 3. 


SAFEWAY STORES. INC. 
by Mitton L. SELBy, president 
A profit rise of 50% is contemplated 


for 1956. First quarter results showed 
$1.10 vs. $.57 in 1955.. 

1956 sales about 6% above 
billion of 1955 reflect 130 to 
stores. Better earnings have come from 


$1.93 


150 new 


decentralized 
tions and reduction of construction and 
other costs. 


realistic pricing, opera- 


Trading stamp competition is now met 
on a different basis with large savings 
in legal and advertising costs. Private 
brands have been reduced in favor of 
nationally advertised merchandise. 

Debt will be reduced to $25 million 
by end of 1956 from today’s $57.4 mil- 
lion. Higher dividends must await sta- 
bilization of earnings at the higher level. 


Before New York Society of Security 
Analysts, Apr. 26. 
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Year of Corporate Prosperity 


Based upon compilation of reported 
net income of 3,400 corporations in 65 
groups, 1955 was a year of great pros- 
perity, with the number of companies 
reporting increases, as compared with 
1954, exceeding decreases in a ratio of 
three to one. Combined net incomes of 
nearly $18.4 billion contrasted with 
$14.6 billion in 1954, with 3,442 sources 
reporting, an increase of 26%, accord- 
ing to a study by the First National City 
Bank of New York which is reproduced 


herewith. 


Although many individual companies 
enjoyed the best net earnings in history, 
corporate income declined as a share of 
national income from the 1950 level of 
9.2% to 6.7% while dividend payments 
declined from 3.8% to 3.5% of national 
income. Net manufacturing income rose 
31%, mining by 52%, retail and whole- 
sale trade 17%, transportation 34%, 
public utilities 15%, amusements and 
service industries 16% and banks and 
finance 7%. 

A A A 
CHRYSLER ADOPTS STOCK PLAN 

Chrysler Corp. has joined GM and 
Ford in providing a stock purchase plan 
for its employees. An incentive aspect 
distinguishes Chrysler from the other 
two. In Ford and GM the employees’ con- 
tribution goes half for government bonds 
and half for company stock, with the 
company matching the amount that goes 
for stock. Chrysler varies the propor- 
tions of employee contribution going into 
stock as the ratio of profit to sales im- 
proves. Similarly the company’s contri- 
bution varies from 40% to 60% of the 
employees’ total. (Last year Chrysler 
had a profit to sales ratio of 2.9% com- 
pared to GM’s 9.5% and Ford’s 7.8%.) 
For each of the big three the top limit 
of employee contributions is 10% of sal- 
ary, with Ford setting a $2,000 annual 
limit and Chrysler $2,500. Tax laws per- 
mit the company to count its contribution 
as a tax-free business expense. 

GM’s trustee buys needed stock from 
the company (GM had to increase its 
outstanding stock) and Ford has stock 
available from the Ford Foundation. If 
Chrysler can find a way to provide the 
needed stock without having to buy it on 
the open market it stands to benefit from 
the use of $4 million a year new capital 
in employee contributions plus its $2.1 
million tax saving. So far GM seems to 
be getting 88% cooperation from eligi- 
ble employees and Ford around 80%. 


A A A 


® Grants exceeding $1,000,000 to more 
than 500 American educational institu- 
tions have been announced by the United 
States Steel Foundation, Inc. 
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NET INCOME OF LEADING CORPORATIONS 
(In Thousands of Dollars) 





Reported Net Income 





















































































































































~ — Increases or decreases of over 100% not computed. 
ce — Net income is reported before depletion charges in some cases. 
e — Figures in most cases exclude capital gains or losses on investments. 


From April First National City Bank Letter 





No. of Industrial After Taxes Per Cent 

Cos. Groups 1954 1955 Change f 
19 Baking 8 53,510 8 57,853 + 8 
12 Dairy products 86,757 91,837 + 6 
14 Meat packing 29,117 58,823 Tig 
25 Sugar 27,548 31,999 16 
81 Other food products — ~~ — 281,468 808,319 + 8 
17 Soft drinks 42,993 50,926 +18 
20 Brewing 26,605 21,575 —19 
12 Distilling 72,5389 78,031 +1 
18 Tobacco products 139,578 168,067 +17 
80 Textile products —2WWWWW.... os 81,699 191,098 +— 
48 Clothing and apparel WW 20,858 29,244 +40 
27 Shoes, leather, etc. — 34,679 41,526 +20 
30 Tires, rubber products ..WW... 172,467 228,495 +32 
27 Lumber 79,928 125,149 +57 
20 Furniture, wood products —..— 26,575 36,606 +88 
76 Paper and allied products 347,418 417,625 +20 
84 Printing and publishing 00 $38,087 46,901 +23 
61 Chemical products sccimecineaasba 165,142 999,367 +31 
24 Drugs and medicines — a... 118,017 153,620 +30 
19 Soap, cosmetics, etc. — 91,451 103,241 +13 
19 Paint and varnish —— 71,560 92,231 +29 
92 Petroleum prod, and refining. 2,413,900 2,770,552 +15 
32 Cement 89,190 110,146 +23 
15 Glass products 124,014 170,885 +88 
48 Other stone, clay products — 143,957 194,647 +35 
56 Iron and steel 636,688 1,094,872 +72 
11 Agricultural implements 112,472 151,286 +35 
75 Building, heat., plumb., equip. 118,173 140,375 +19 
87 Electrical equip., radio & tv... 510,734 508,628 —1 
45 Hardware and tools 35,098 49,199 +40 
89 Household appliances 55,215 65,641 +19 
157 Machinery 248,937 262,414 + 5 
25 Office equipment a 99,840 122,265 +22 
41 Nonferrous metals sisiosaialataie 386,330 546,076 +62 
49 Instruments, photo. goods, ete. 166,912 194,090 +16 
95 Other metal products 186,694 226,509 +21 
15 Autos and trucks 993,157 1,718,059 +73 
64 Automobile parts 141,506 218,189 +54 
23 Railway equipment 66,127 84,107 +27 
41 Aircraft and parts 272,028 293,834 + 8 
72 Mise. manufacturing sina 108,156 139,055 +29 
1,765 Total manufacturing 9,467,124 12,373,262 +31 
21 Coal mining-c 12,565 40,961 +... 
36 Metal mining-c 15,976 117,482 +55 
11 Other mining, quarrying-c. 52,473 56,546 + 8 
68 Total mining, quarrying ~— 141,014 214,989 +52 
25 Chain stores — food 85,530 94,788 +11 
54 Chain stores — variety, etc. — 111,325 144,284 +30 
49 Department and specialty 151,230 176,085 +16 
6 Mail order 177,182 202,180 +14 
53 Wholesale and miscellanecus — 59,961 67,801 +13 
187 Total trade 585,228 685,088 +17 
130 Class 1 railroads 681,690 925,067 +86 
84 Traction and bus 19,537 19,909 + 2 
9 Shipping 16,631 29,696 +179 
17 Air transport 64,830 78,735 +14 
48 Misc. transportation 80,444 88,486 +26 
233 Total transportation . 813,132 1,086,893 +384 
240 Electric power, gas, etc. 1,292,545 1,451,223 +12 
28 Telephone and telegraph W— — 629,042 764,572 +22 
268 Total public utilities —..... 1,921,587 2,215,795 +16 
23 Amusements 51,168 56,719 +11 
31 Restaurant and hotel 20,878 22,165 + 6 
36 Other business services 89,101 105,529 +18 
15 Construction 16,769 21,599 +29 
105 Total amusements, services, etc. 177,911 206,012 +16 
362 Commercial banks .............. 771,289 790,726 + 3 
67 Fire and casualty insurance — 178,825 187,321 + 5 
195 Investment trusts-e 851,444 415,286 +18 
76 Sales finance 189,854 203,156 + 7 
74 Real estate 18.545 17,827 — 7 
“774 Total finance 1.509.957 1,613,816 +17 
3,400 Grand total $14,615,958 $18,395,850 +26 













ON THE PUBLICITY FRONT 


Newspaper Advertising 


“How much do you know about Com- 
munity Property?” challenges an ad 
from Frost National Bank, San Antonio, 
“What are your legal rights to property 
acquired during your marriage?” The 
text comments on how few people have 
full knowledge of the state’s community 
property laws, advises consulting an at- 
torney, and offers a booklet, “Property 
is a family affair.” Another ad in the 
series offers “Do I Need a Will?” Both 
are published by the State Bar of Texas 
and cost the bank 1¢ apiece. The public 
response was excellent and three of the 
ads were reprinted in a folder and 
mailed to attorneys. 


“Heads You Win, Tails You Lose...” 
comments Fulton National Bank, Atlan- 
ta, in an ad that pictures a nickel held 
between thumb and forefinger and dis- 
cusses the dangers of leaving to chance 
the future welfare of one’s family. The 
ad recommends making a will drawn by 
an attorney and selecting an experienced 
executor. It offers a pamphlet, “8 Ways 
to Transfer Your Property.” 


“What would a blacksmith do to your 
watch?” inquires an ad from Allantic 
National Bank, Jacksonville, Fla. “No- 
body but an expert can do an expert’s 
job,” the ad reminds the reader, and the 
“settling of an estate is not a job for 
amateurs.” This is one of an excellent 
series of ads from this bank including: 
“Professional help costs less” — advis- 
ing an attorney-drawn will; “My estate 
is small, but it’s my estate” — explain- 
ing that an estate of $5,000 or $500,000 
deserves careful planning; “Your Friend 
is a busy man” — pointing out dangers 
of depending on an individual executor; 
“Food for thought” — with a picture of 





What Would a BLACKSMITH Do to Your Watch? 


What wouldn't he do' It would be sheer luck if he could moke 
it run. Nobody but an expert can do on expert's job. 


The settling of an Estate 1s not a job for amateurs. If you have 
ever been a beneticiary under ao Will administered by an inex- 
perienced person, you will agree with us on this point. Surely, 
we need only to suggest to you the advantages of appointing 
trained specialists to act as Executor and Trustee of your Estate 


When you name The Atlantic National in your Will, you may be 
sure that the settling of your Estate will be in expert hands. We 
ore constantly engaged in this kind of work, and we are especially 
organized to take care of it 


THE ATLANTIC NATIONAL BANK OF 
JACKSONVILLE 


a baby being fed and the suggestion that 
now is a good time to make a will (and 
how the bank can help as executor) : 
“But Your Honor, the document has 
been lost” — offering safe deposit ser- 
vice; and “Put that in wriitng’” — which 
begins with the thought that “it is al- 
ways a good practice to put in writing 
your understanding of all important 
matters” and continues by applying this 
principle to the writing of a will. 


“Like an empty shell” is an estate plan 
without a will says First National Bank, 
Grand Forks, in an ad which pictures an 
empty walnut shell and advises a lawyer- 
drawn will without delay. 


“Life insurance can assure them 
more of your estate” points out an ad of 
First National Bank, Forth Worth, which 
pictures the wife and children and dis- 
cusses how “your insurance and your 
will work together.” 


“In good times or in bad, the family 
must be taken care of . . . If something 
happens to me, what about the family 
business? my investments? estate taxes? 
my life insurance?” First National Bank, 
Chicago, accompanies these thoughts 
with a line drawing of a man at his desk 
studying his files on these subjects and 
thinking about his family at home. “The 
trust officers of this bank, working close- 
ly with attorneys, have helped thousands 
of men and women solve many of their 
family problems.” 


“You mean I need a will?” asks the 
man in an ad from Rhode Island Hospi- 
tal Trust Co., Providence, and the bank 
replies that he needs one — “if you have 
anything of value and someone to leave 
it to... if you own a house, a bank 
account, stocks and bonds, perhaps an 
interest in a business.” A visit to one’s 
lawyer is recommended. 


“No homemade will for me! I just 
found out the dangers of ‘do it yourself’ 
plans,” announces the man in a Peters- 
burg (Va.) Savings & American Trust 
Co. ad. The ad suggests that you “check 
with the people who know” and lists 
your attorney, accountant, life under- 
writer and trust officer. 


“How much does the winner have to 
get to take home $64,000 after taxes?” 
asks an ad from Berks County Trust 
Co., Reading, Pa. After giving the an- 
swer ($448,711.11) and commenting on 
it, the ad raises another question: the 
amount of Federal taxes that must be 
paid on an estate of $250,000? After 
suggesting several amounts for consid- 


eration, the answer is given that it “de. 
pends upon how you leave your prop- 
erty.” 


“What are the Prudent Men doing 
now?” inquires an ad of Second Bani;- 
State Street Trust Co., Boston. Capital- 
izing on its location in the famous Prud- 
ent Man state of Massachusetts, the ad 
quotes the basic prudent man decision 
of the Hon. Samuel Putnam, and points 
out that today “ ‘prudent men’ continue 
to follow and foster the rules of sound 
investment laid down over 100 years 
ago.” They are directing insurance com- 
panies, investment trusts, investment 
banking and brokerage houses, and serv- 
ing as individual and corporate trustees 
and as bankers. 


“Could your wife make out your in- 
come tax return?” inquires Bankers 
Trust Co., New York, in an appropriate 
April advertisement. “Some wives could 
handle the job very capably. But for 
many others it could be difficult . . .” 
The ad then points out how much more 
experience would be required to admin- 
ister an estate and explains the advan- 
tages to the wife of having the bank for 
executor or co-executor. 


A new educational manual, “Effective 
Newspaper Advertising For Banks,” has 
just been published by the Pennsylvania 
Bankers Association Educational Foun- 
dation. It contains sections covering: 
popularity of newspaper advertising, 
buying newspaper space, space and posi- 
tion, size and frequency of ads, the use 
of color, advertisement content, by-prod- 
ucts and tie-ins, layout, and _ others. 
There is an appendix on Federal Deposit 
Insurance Corporation regulations, and 
one covering the legal limitations on in- 
stalment loan advertising. Copies of the 
manual can be purchased at $1.50 per 
copy from the PBA Educational Founda- 
tion, Box 152, Harrisburg. 


“Where there’s no will, is there a 
way?” inquires the ad from Jowa-Des 
Moines National Bank whose illustration 
appears herewith. The text gives the an- 
swer as “yes, by the impersonal, inflexi- 
ble and final statutes of descent and dis- 





Where there’s no Will 


is there a way? 


Iowa-Des Moines NATIONAL BANK 
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Four good 
reasons 
for 
planning 
your 
estate 


Illustration heading Chapter on Trust Services in PBA booklet “Using Your Bank” 


tribution which split your property 
among all your heirs without any con- 
iol or choice by you.” It advises the 
reader to “provide the way with a will” 
and offers the services of the estate plan- 
ning division to help plan the estate “as 
you desire.” 


Forums 


Members of women’s organizations, 
with husbands and friends, made up an 
audience of 250 for the evening finance 
forum sponsored by Gramatan National 
Bank & Trust Co., Bronxville, N. Y., re- 
cently. The program on estate planning 
followed a cocktail period and candle- 
light dinner. 


A three session forum entitled “Wo- 
men and Money” was sponsored jointly 
by Guilford National Bank, Greensboro, 
\.C., and the organized women’s groups 
of the community. On the first Wednes- 
day evening Arthur H. Jones, vice presi- 
dent, American Trust Co., Charlotte, 
presented “The Woman and Her Bank.” 
The following week James H. Shelley, 
manager, Greensboro office of Merrill 
Lynch, Pierce, Fenner & Beane, dis- 
cussed “Women and Investments.” A 
panel discussion on “Wills, Taxes, Trusts 
and Insurance” was the feature of the 
third meeting. The panel was composed 
of Henry P. Foust, district agent of 
Phoenix Mutual Insurance Co.; Claude 
C. Pierce, attorney; and two officers of 
the bank — executive vice president Pat- 
rick N. Calhoun and trust officer and 
Vice president C. L. Batkins. 


The fourth series of Women’s Finance 
Forums was conducted in April by Flor- 
ida National Bank, Jacksonville. The 
first speaker in the series was Robert 
Lindquist, vice president, Harris Trust 
& Say ings Bank, Chicago, who talked on 
the place of financial planning in the 
home and the way in which a bank can 


be helful. 
; Textbook 


A new 40-page, non-technical textbook 
about bank services, entitled “Using 
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Your Bank,” has been published by the 


Pennsylvania Bankers Association in co- 
operation with Pennsylvania State Uni- 
versity, the author being Dr. George L. 
Leffler, professor of finance at the Col- 
lege of Business Administration. The 
book is designed for use in high school 
and college courses in economics, bank- 
ing, commercial subjects, problems of 
democracy, and mathematics, and will 
be distributed also to bank employees as 
an indoctrination text and to bank cus- 
tomers. 


Its six chapters cover checking, sav- 
ings, safe deposit box services, lending, 
trust and other banking services. The 
trust section covers executorships, trusts 
under will, living trusts, life insurance 
trusts, guardianships, agencies, manag- 
ing securities and trust services for cor- 
porations. 


Booklets 


“Death taxes are less if you are a 
resident of Florida” entitles the fifth 
revised edition of the brochure on this 
subject published by First National 
Bank, Miami. While it is in general sim- 
ilar to the earlier editions, the text has 
been revised and rearranged, new pic- 
tures have been added, and the table 
comparing Florida’s taxes with those of 
other states now quotes figures from 16 
other states instead of the former 11. 


“Your accountant is an_ essential 
member of your estate planning team,” 
advises a folder from Marine Trust Co. 
of Western New York, Buffalo. The text 
is directed to owners of businesses and 
points out that the accountant “is spe- 
cially well qualified to help you diag- 
nose and treat your financial problems 
before they become serious. His audits 
often point the way to reduce corporate 
and personal taxes.” The folder further 
suggests that when actual negotiations 
with tax authorities are under way, the 
four members of the estate planning 
team “are good insurance for the pro- 
tection of your interests.” 





Ist in Delaware 


Equitable Security Trust Company 
is known as Delaware’s first trust 
company—first in history and first 
in modern, specialized trust depart- 
ment facilities. Estate settlement 
and trust administration have been 
our daily business for more than 70 
years ... your assurance that you 
and your customers receive efficient, 
economical, complete service. 


Main Office: 901 Market Street 
Wilmington, Delaware 
Wilmington e Dover e Newark e Odessa 
Delaware's first commercial bank 1795 
Delaware's first trust company 1885 


Member Federal Deposit Insurance Corporation 
Member Federal Reserve System 
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PENSION and PROFIT SHARING DIGEST 


HILARY L. SEAL 


Morss, Seal & Bret, New York; Lecturer in Statistics, Yale University 


“DEPOSIT ADMINISTRATION” and “SPLIT FUNDING” 


OST OF US ARE FAMILIAR WITH THE 
M type of insured pension plan fi- 
nancing known as the Deposit Adminis- 
tration of Group Annuity contracts. The 
employer's payments to the insurance 
company are credited to a “deposit ac- 
count” in his name. This account is, in 
turn, credited with interest each year at 
a rate close to that earned by the insur- 
ance company (after deduction of fed- 
eral income taxes and investment éx- 
penses). And it is debited each year with 
the total premiums required (at a stipu- 
lated “group annuity” rate) to “pur- 
chase” the pensions of the employees re- 
tiring that year at age 65. 


The contract thus differs from the 
standard Group Annuity contract in that 
it does not require the “purchase” of de- 
ferred pensions each year as they accrue 
to all plan members but only the “pur- 
chase” of the total pensions due for im- 
mediate payment to retiring employees. 
In other words, the employer’s annual 
payments are held suspended, as it were, 
until they are required, in whole or in 
part, to purchase the pensions of retir- 
ing employees. 

If Group Annuity contracts were non- 
participating — as they are in England 
— there would be undoubted advantages 
in the Deposit Administration proce- 
dure. It could then be argued that the 
“conservative” premium rates payable 
by the employer for the “guarantee” of 
a pension commencing at age 65 should 
be paid as late as possible in the em- 
ployee’s career. In this way the em- 
ployer would be able to side-step the 
possibly unwanted guarantees of inter- 
est and survivorship rates prior to age 
65. And he would thus avoid the “con- 
servatism” of the corresponding part of 
the premium rate. In fact the employer 
would see considerable advantage in a 
“deposit account” currently yielding 
314% in comparison with a non-parti- 
cipating premium guaranteeing, say, 
234% until (and after) age 65. 

But in this country Group Annuity 
contracts are participating. This is also 


470 


true of the Pension Reserve Fund held 
against pensions in course of payment 
under Deposit Administration. In both 
cases the current procedure for deter- 
mining dividends is to treat the employ- 
er’s premium payments as aggregate con- 
tributions to a “fund” from which pen- 
sions are to be paid. This “fund” is 
credited with interest each year at close 
to the (net) earned rate and is debited 
with pension payments as they occur. 
The “fund” is also debited with the “re- 
serve” for pension accruals already pur- 
chased and the balance represents the 
dividend available to reduce the em- 
ployer’s next premium. Since the em- 
ployer is thus credited with actual 
earned interest rates even under a 
Group Annuity contract what advan- 
tages does Deposit Administration offer ? 


The real advantage is that under De- 
posit Administration the insurance com- 
pany’s probable future interest earnings 
and the turnover rates of the employer’s 
workers may be anticipated in the cost 
calculations because the “deposit ac- 
count” is not allocated to the individual 
participants. Thus account may be taken 
of the fact that a certain proportion of 
the covered employees will never reach 
retirement in the company’s employ. 
The result of a 3% interest assumption, 
discount for future employee turnover 
and an assumed insurance company ad- 
ministrative expense rate of 1% of all 
contributions is a 25% reduction in the 
Group Annuity premium total. 


This reduction, however, is not a sav- 
ing but is merely an anticipation of fu- 
ture dividends to be obtained under the 
standard Group Annuity contract. Never- 
theless, such a reduction is important to 
employers who want their “dividends” 
today instead of 30 years hence. But 
these employers may be throwing the 
burden of possible “negative dividends” 
on the shoulders of future management. 


In many respects the Deposit Admin- 
istration procedure is thus similar to 
trustee administration. If the net long- 
term investment yield of the trustee is 


anticipated to be the same as that of the 
insurance company, the only difference 
in estimated costs would lie in the pos 
sibly different administrative expenss 
(other than investment expenses) under 
the two procedures. Although it 
claimed that consulting actuaries’ fes 
amount only to about half the expenss 
charged by the insurance company « 
Deposit Administration contracts. this 
“saving” is only a tiny fraction of tle 
employer’s contributions. 

There is, however, one important dis 
tinction between the deposit account ¢ 
the insurance company and the tru 
fund of the trustee. It is becoming rar. 
we believe, for Deposit Administratia 
contracts to contain “cash out” provi 
ions. Where they do, the “cash value 
of the balance of the “deposit account’ 
is only 95% of its face value. Some « 
all of the remaining 5% is absorbed | 
the expenses of asset liquidation and th 
balance is credited to the Pension Rk 
serve Fund. Thus if the expenses of thi 
insurance company in liquidating pat 
of its portfolio — hypothetical expense: 
since no actual liquidation would be in 
volved — were in excess of the charge 
made by a trustee instructed to transfe 
assets to another trustee, this distinctiol 
could be considered a disadvantage ¢ 
Deposit Administration. 


Comparative Investment Yields 


Inasmuch as Deposit Administratio 





financing is thus quite similar to truste 
administration of a pension fund. atten 
tion is being focussed more and mor 


. . oe 
on the comparative investment resu'tl 


of trustees and insurance companies. 


In comparing two long-term inves! 
ment policies it is imperative to remem 
ber that any security has had, and wil 
have, not only an average yield ani 


capital appreciation over a period of 


years but also a range of variability b 
yond that average. For example,’ th 


1Martin, A. D. Mathematical programming 7 


portfolio selections. Management Science, 1, 1958 
152-166. 
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expected yield (interest plus apprecia- 
tin) of National Lead $7 preferred is 
5.06% on the basis of a trend line de- 
veloped from the results of the years 
1928-52. However, this “expectation” 
jsonly the average of a great number of 
possible yields and, in fact, experience 
with this security has shown that one 
year in six the yield would exceed 
136% and one year in four it would be 
negative (i.e., depreciation would exceed 
the dividend). On the other hand, using 
a similar analysis, the expected yield of 
Kennecott Copper common is 16.34% 
with a one in six chance of a yield of 
over 60% and a one in three chance of 
a negative yield. 

In other words the lower expected 
yield of National Lead preferred is ac- 
companied by its smaller range of varia- 
tio — upwards as well as downwards. 
In general, the lower the average yield 
the narrower the range of variation from 
year to year — though this rule is by nu 
means absolute. 


It is thus possible (as Martin explains 
in his article) to fix a “desired” yield 
(including capital appreciation) and to 
select a portfolio of securities providing 
this yield with a minimum of (likely) 
year-to-year variability. If the yield is 
set too high the variability may be un- 
acceptably large; this means that a lower 
yield must be the objective and this in 
turn results in a very different portfolio 
of securities. 

The result of this digression has been 
to invalidate the comparison of pension 
fund and insurance company yields in 


| any one year. But acceptance of this very 


fact invalidates almost any direct com- 
parison at all. For there are relatively 
few pension funds that have been in exis- 
tence for more than 10 or 15 years. Al- 
though insurance companies can show a 
long series of annual yields it is only the 
vields credited to Group Annuity( or 
Deposit Administration) contracts that 


a 


have any relevance to our discussion. 
This latter series does not seem to ex- 
tend back for more than 15 years and 
even then only applies to a few of the 
larger insurance companies. 


These conclusions are sobering enough 
in all conscience but we should particul- 
arly be on guard against comparisons 
between a given insurance company’s 
(or trust fund’s) recent yields and those 
of the average of a group of trust funds 
(or insurance companies). Let us re- 
member that the published net yields 
(before deduction of federal income tax- 
es) of 137 of the larger life insurance 
companies in 1954 ranged from 3.09% 
to 4.83%.2 Those of trust funds over- 
lapped this range at both ends. To com- 
pare one item from each of these arrays 
would be like comparing the height of 
an individual Italian with that of a sin- 
gle Swede and basing conclusions about 
the heights of Italians and Swedes on 
the results. 


What is more, if a trustee is earning 
less than others in his business, an em- 
ployer can seek a higher yield by chang- 
ing trustees. Unfortunately the same is 
not so true in. the case of an insurance 
company crediting interest at below the 
average rate. 


So we are obliged to base our com- 
parison of insurance company interest 
credits and pension trust fund yields on 
the potential of the investment yields 
available to both. We are at once struck 
by an interesting fact: There is one field 
of investment open to insurance com- 
panies but not to trustees, namely policy 
loans; and there is a field of investment 
open to trustees but almost closed to in- 
surance companies, namely equities. 

Suppose, therefore, that a trustee de- 
cided to restrict his investment in equi- 
ties to the 2% or 3% found in some in- 
surance companies’ portfolios. If this 


“Life Insurance Courant, Oct. 1955. 





respondent banks. 





Chartered 1864 e 





PENSION PLANNING ASSISTANCE IN MARYLAND 


Our Trust Department is ready to cooperate with counsel on 
arranging, or revising, any type of pension and profit-sharing 
program. Our experience in developing and administering such 
plans is available to lawyers, corporations, actuaries and cor- 


MERCANTILE- SAFE DEPOSIT 
and Trust Company 


BALTIMORE, MARYLAND 
Capital Funds: $18,000,000 





May 1956 





trustee set his objective yield equal to 
that of some insurance company he 
could achieve it by selecting a portfolio 
(which could include mortgages — the 
field in which life insurance companies 
have so heavily invested) that allowed 
for a minimum annual variation. The- 
oretically this trustee would thus have 
constructed a portfolio at worst only 
slightly more subject to interest varia- 
tion than that of the insurance company 
— this increase in variability being due 
entirely to the insurance company’s in- 
vestment in policy loans which yield 4% 
or 5% and are of a low variability. 


In theory, then, a competent trustee 
could obtain about the same gross yield 
as an insurance company without going 
into equities. By widening his invest- 
ment range to include equity stocks he 
could, we believe, materially increase his 
average yield at the cost of an increase 
in the year-to-year variation he would 
otherwise experience. 


One additional point should be made: 
The employer is credited only with the 
net earnings of the fund. The average 
corporate trustee’s annual investment fee 
is a little above 144% of the fund when 
this is below $1.2 million and a little 
below 14% when the fund exceeds $1.2 
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million. The average cost of an insur- 
ance company’s investment yield is 
usually assumed by actuaries to be 14% 
of its assets.* These investment changes 
thus about even out. But insurance com- 
panies are subject to federal income 
taxes that amount to about .2% of 
their assets each year. Therefore, the 
trustee who wants to emulate the yield 
of an insurance company may pitch his 
objective that much lower. 


Philosophy of “Split Funding” 


With this background we can now dis- 
cuss “split funding.” This is a procedure 
whereby a portion of the contributions 
the employer would otherwise make to 
the “deposit account” are held in a trust 
fund largely, or entirely, invested in 
equities. In due course the dividends on 
these equities (and possibly the cash 
realized by the sale of part of the port- 
folio) will be needed to “purchase” the 
pensions of retiring employees. But in 
the meantime the “split deposit account” 
is earning a higher (but more variable) 
rate of interest. It is asserted* that a 
Deposit Administration procedure with 
“split funding” retains the essential post- 
65 mortality and interest guarantees and 
improves the overall yield of a Deposit 
Administration fund invested by the in- 
surance company. 


Under a long-established trusteed pen- 
sion plan perhaps between one-third and 
one-half of the fund might be invested in 


8Pedoe, A. The trend of life insurance company 
expenses, Transactions of the Society of Actuaries, 
4, 1952, 485-510. 


*Hines, J. M., Split Funding, The Journal of 
Commerce, June 17, 1955. 


equities. The same investment in equities 
could also be achieved under a “split 
funding” procedure under which one- 
half of the employer’s contributions is 
paid to a trustee for equity investment. 
Provided that the “splitting” of the fund 
did not increase the rate of trustee’s in- 
vestment fee above its “whole fund” 
level, the investment return under this 
procedure could thus be the same as un- 
der a wholly trusteed approach. In other 
words, so far as the net yield is con- 
cerned the employer would choose “split 
funding” only because he thought that 
his trustee was less efficient in the invest- 
ment of the non-equity portion of a se- 
curity portfolio than a suitably chosen 
insurance company. There is obviously 
no general rule to determine whether or 
not such an attitude might be justified. 


It may be argued that the “guaran- 
tee” of age-65 pension purchases is im- 
portant. However, so long as Deposit 
Administration contracts are “participat- 
ing,’ such a “guarantee” appears to be 
much less valuable than it otherwise 
might be. For “participation” means 
that the employer not only enjoys the 
“dividends” accruing on conservative 
premium rates but also suffers the “loss- 
es” incurred on age-65 premium rates 
that were set too low — and after the 
first few years the premium rate may be 
changed annually. 


On the whole, then, the argument for 
“split funding” presupposes that insur- 
ance company A, in spite of its handicap 
of .2% in federal income taxes, can net 
a better yield on its whole non-equity 
portfolio than trustee B can net on its 
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portion of a trust fund allocated to non. 
equity investments. Such claim must be 
considered on its merits. 


A A A 


Right of Employee to Make 
Pension Plan Changes 


An interesting discussion of the right 
of employers (governmental or private) 
to modify existing employee pension 
provisions is to be found in 56 Columbia 
Law Review 251-270, under the title 
“Contractual aspects of pension plan 
modification.” The author asserts that 
unless the employer can “create a plan 
[incorporating disclaimer provisions] 
with the expectation of its enforcement 
according to its fair import . . . he may 
well be deterred from offering any pen: 
sion plan at all.” On the other hand the 
employee would be adequately protected 
by the doctrine of promissory estoppel 
with its requirement of “reasonable and 
substantial reliance.” 


A A A 


New York Community Trust 
Reaches Record Level 


Resources of The New York Com: 
munity Trust reached a record level of 
$26,837,388 at the close of last year ac 
cording to its annual report, published 
in April. Its holdings were 914% above 
the $24,508,837 in hand a year earlier. 


New receipts entrusted to the founda- 
tion rose from $413,617 in 1954 to 
$724,206 extending the Trust’s manage- 
ment to 111 funds — 44 of them cre- 
ated by wills and 67 by trust deeds. 
Ranging from nominal size to six in 
excess of $1,000,000, the funds average 
at $240,000. Eight were created last year 
and 27 others were enlarged. 


Featured in the report is a breakdown 
of administrative costs of $63,438. These 
constitute 544% of appropriations or 
31% of receipts in trusteed funds or 14 
of 1% of the value of administered re- 
sources. Investment assets are 38.4¢ in 
bonds, chiefly of the U. S. Government, 
6.2% in preferred stocks, 43.8% in com- 
mon stocks, 9.3% in common trust units 
and 2.3% in cash. Market valuation ex- 
ceeds book figures by more than $6,000,- 
000. 


The report of the New York agency, 
largest of more than 100 community 
foundations in the United States and 
Canada, contains an excellent presenta- 
tion by director Ralph Hayes of the 
place of philanthropy — and of com- 
munity trusts especially in the free 
world. 
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JUNIOR ACHIEVEMENT BANKS ON THE INCREASE 


EVENTY-NINE JUNIOR ACHIEVEMENT 

banks, operated by teen-agers, are 
currently sponsored by 55 banking insti- 
tutions in 50 communities and 20 states. 
This compares with 18 groups five years 
ago (T&E, June 1951, p. 405), a growth 
of more than 300%. In addition, 37 
hanks are sponsoring JA companies that 
work in other fields. 


The Junior Achievement program pro- 
vides for corporations and institutions 
ponsoring groups of high school stud- 
ents, who organize their projects as “cor- 
porate” structures for the duration of the 
school year, and liquidate in the late 
spring. Each JA company elects officers, 
selects a product or service to manufac- 
ture and sell, capitalizes through public 
sale of stock at 50¢ a share, keeps ac- 
counts, pays “taxes,” rent and deprecia- 
tin, and reports to its stockholders. 
More than 80% of the companies pay 
dividends. Last year individual sales 
closed by JA companies totaled over 
$500.000. 


Junior Achievement banks offer cer- 
tan banking services to other JA com- 
panies in their own areas and obtain 
their income chiefly from service charges 
and interest on loans. They function like 
aregular bank, and even have surprise 
audits of their accounts, with reports 
from the auditors going to the directors. 


A sampling survey undertaken by 
TrRUsts AND ESTATES, with the assistance 
of Junior Achievement, Inc., to learn 
more of both the difficulties and advan- 
tages of this type of program brought 24 
replies from large and smaller institu- 
tions, representative of all sections of the 
country. The reporting institutions had 
a1 average of four years’ experience 
with Junior Achievement, and four of 
them had operated JA groups for seven 
years. The total number of boys and 
girls involved was well over 1,000 (Jun- 
ior Achievement as a whole enlisted the 
activity last year of 44,000 teen-agers) . 
The respondents were asked what they 
felt to be the benefits of Junior Achieve- 
ment banks (a) for the youngsters and 


| (b) for the sponsoring institution, and 
*f whether they had tried to interest the 
| Youngsters in banking as a career. All 
| gree that the program is an excellent 
| Public relations activity and that the 


young people get an introduction to the 
tee enterprise system of business, but 
(uota'ions from individual answers, 
glven herewith, bring the picture into 
sharper focus: 
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1. The chief benefits for the young- 
sters: They get a preview of the rela- 
tions between management, labor and 
capital, and the experience of working 
for something . . . They learn the prin- 
ciples of our free enterprise system by 
personal experience . . . Contacts with 
other JA companies give them the oppor- 
tunity to evaluate job assignments and 
plan for future employment . . . They 
get practical experience in the operation 
of a bank, and a realization of the profit 
motive vs. expenses . . . They learn the 
problems involved in making a profit 
... The program promotes maturity, a 
sense of responsibility, develops the 
ability to think, and provides opportun- 
ity to understand business methods and 
banking operations . . . They gain valu- 
able insight into the workings of bank- 
ing and business not available in text- 
books, and thoroughly enjoy themselves 
while learning . . . The program offers a 
well rounded business education ob- 
tained in a fraction of the usual “on the 
job” time: they gain a real appreciation 
of economic values . . . It gives them a 
good idea of how a business is formed 
and operated, and creates a sense of re- 
sponsibility as they realize they are han- 
dling money belonging to the other JA 
companies. 


2. The chief benefits for the spon- 
soring institution: The program contrib- 
utes to the preservation of the American 
Free Enterprise system . . . It develops 
leadership in bank personnel and trains 
them in complete banking operation . . . 
It wins appreciation from the Achievers 
and offers contacts with other sponsor- 
ing companies . . . It produces publicity 








Representative from the First Junior 
Achievement Bank of New York, sponsored 
by Chemical Corn Exchange Bank, solicits 
new business from recently formed J. A. 
company. Some J. A. companies found it 
necessary to obtain small loans to purchase 
materials for advance orders during their 
busy season. Bank studies assets, liabilities 
and prospects of company and decides 
whether a loan is good business. 


arising from a worthwhile community 
project and is educational for Achievers 
and advisers alike . . . It makes Achiev- 
ers throughout the whole center (and 
their parents) conscious of the sponsor- 
ing bank ... A potential source of super- 
ior personnel . . . An opportunity to 
offer a public service to young people, 
and to meet young people who may en- 
ter banking as a profession . . . Provides 
advisers the experience of managing and 
teaching young people, tending to de- 
velop patience and to increase over-all 
knowledge of the bank. 


One correspondent said that it is im- 
portant for youngsters to learn first 
hand that in the so-called profit and loss 
system it is not always a profit for every- 
one all of the time. There are losses, and 
they are very real. Also the JA program 
helps emphasize for the young people the 
importance of a company’s responsibil- 
ity to its stockholders. 


Another said the value of the program 
to the sponsor was hard to measure. The 
children gain an understanding of banks 
and a respect for them, but are a very 
small group in a big city, and direct 
public relations benefit on any consider- 
able scale is not readily apparent. The 
project must be regarded as a part of 
community service in which banks co- 
operate in many ways. 


In one city, where the JA bank was 
sponsored by the local chapter of the 
American Institute of Banking, our cor- 
respondent said that the young people 
learned the impact of taxes, are more 
mature in their thinking, have learned 
the problem of absenteeism, and have 
become more careful in the spending of 
money, both their own and others.’ They 
have a clear picture of what costs are, 
why service charges are made, and how 
poor workmanship affects a company. 
This makes for better consumer and em- 
ployee understanding and has value for 
even those few who may never enter 
business themselves. 


About half of the correspondents said 
they made a real effort to keep in touch 
with the boys and girls after their year 
in JA, and a larger number reported 
some continuing contact, with the 
youngsters, taking the initiative. In one 
case the advisers had been in close con- 
tact with former Achievers over a period 
of years. Many of these young people 
have gone through college, military ser- 
vice and business experience, but con- 
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tinue to call or write about their pro- 
gress. “Our advisers are perhaps the 
Achievers’ first contacts with business- 
men who are in a position to offer prac- 
tical advice and guidance. As such they 
have been called upon for assistance long 
after the Adviser-Achiever relationship 
terminates.” 


By way of contrast, another corre- 
spondent said that “it has proved dif_- 
cult to keep contact with these young- 
sters. They are dispersed; only a few 
respond to later contacts, and these but 
rarely.” 


Where the young people themselves 
expressed an interest in a banking ca- 
reer, sponsors kept in touch almost auto- 
matically. Vacation and part time em- 
ployment was made available in a num- 
ber of cases, although one felt that em- 
ployment for such short periods was not 
advisable. Seventeen of the respondents 
have gained one or more full time em- 
ployees from the JA group but they try 
to enlighten the youngsters rather than 
to pressure them. One sponsor put it this 
way: 


“We encourage Achievers to under- 
stand the potentials in banking. Every 
year field trips are arranged to the 
Clearing House, the Stock Exchange, 
and various operating divisions of our 
Bank. We offer them an opportunity 
to visit with us to discuss their career 
objectives — whether banking or oth- 
erwise — but we do not attempt to 
‘sell? banking actively. In fact, the 
more alert Achievers have already de- 
cided on fields of specialization, or at 
least have developed some sound edu- 
cation plans for the future. They are 
more interested in receiving approval 
of these plans than in being ‘sold’ on 


another. Nevertheless, 15-20% of the 
youngsters whose JA activity we have 
sponsored eventually come to us as 
permanent employees — either direct- 
ly from high school or after college 
graduation.” 


Another sponsor reports that Achiev- 
ers are given an acquaintance with the 
bank through tours, training films, talks 
with top bank personnel and administra- 
tive officers, and periodic meetings with 
the personnel director. Thirty-one for- 
mer Achievers were cited as present em- 
ployees by this group of sponsors, not 
counting those who said “several” or 
“some” but gave no exact figure. All of 
these appear to have given satisfactory 
service, some outstanding. This, how- 
ever, is looked upon by the banks as a 
fortunate by-product and not a main 
objective — “We have not used JA for 
recruiting purposes.” Junior Achieve- 
ment is considered as a strictly public 
relations venture, not to be spoiled by 
any attempt to “sell” banking careers, 
and the difficulties — previous decisions, 
time breaks to finish education, widely 
dispersed residential areas — are such 
that the “expense of running this pro- 
ject cannot conceivably be justified as 
an employee procurement cost.” 


The experience of Fulton National 
Bank, Atlanta, differs from most in re- 
gard to Junior Achievement, as it spon- 
sors not a junior commercial bank, but 
a student savings bank in each of the 24 
city and county high schools in Atlanta. 
Each student company conducts its busi- 
ness on “bank day” in its school with 
machines and equipment furnished by 
the Department of Education. For super- 
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vision Fulton National maintains a staf 
of five young women each one having 
five schools and going to a JA bank 
its “bank day.” Deposits by the students 
are consolidated into one total deposit 
which is conveyed in the afternoon ty 
the nearest Fulton branch or to a corre. 
spondent bank in the vicinity. The plan 
has been in operation six years and total 
deposits have reached a peak at times of 
over $100,000. Withdrawals are general. 
ly heavy at Christmas and vacation pe. 
riods. 


A A A 


High School Class Buys 
Share of Stock 


High school senior history students at 
Nyack N. Y., are learning about Ameri. 
can business through ownership of a 
share of stock. At a class discussion 
last October, Edward Schweikardt, the 
teacher in whose name the share js 
registered, elicited from his class the 
question “Can’t we buy a share of stock 
and see how it works?” His “yes” was 
greeted with disbelief, but a committee 
of five “student-brokers” was elected to 
collect 25¢ apviece from the history stv- 
dents, while a sixth “consultant broker” 
wrote to brokers and corporations for in- 
formation. 

The class wanted a stock with no local 
industrial connection, from a sound and 
interesting company whose stock would 
vary enough to enliven their wall chart. 
American Zine, with a 1955 range af 
$24.25 to $14.25 was selected, and one 
share purchased at $18.50 plus purchase 
costs of $1.10, the remainder of the $2) 
collected being held as cash balance. Stu- 
dents were impressed with 
notice of purchase for only one share, 
and more so when they realized that 
their first dividend check for 25¢ repre. 
sented a 5.4% yield. The stock has gained 
about $3.00 since purchase and student: 
now are asking what makes the price oi 
stock go up or down, and the financial 
page vies with the sports page for at: 
tention in the daily paper. 


broker’s 


What this class has done is an effec 
tive extension to the high school leve 
of the experience of students in a num 
ber of colleges who, through classes © 
clubs, have been learning for themselves 
“how it works.” 


A & A 


@ The employee’s attitude toward his 
own job shapes the sentiments he ex 
presses in off hours more than any 
amount of Company information fur- 
nished him. American Telephone & 
Telegraph Co. has found in a survey of 
1,000 employees in three cities. Informa- 
tion received from written materials o 
lectures is not absorbed. The employees 
prefer small two-way meetings. 
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San Diego 


SAN DIEGO TRUST 
& SAVINGS BANK 


San Francisco 


BANK OF 
AMERICA 


;dministrator. 
fan Francisco 
WELLS FARGO 


BANK 


Greenwich 


GREEN WICH 


TRUST Co. 


Hartford 
RIVERSIDE 
Trust Co. 


Miami 


CENTRAL BANK 
& TRUST Co. 


CALIFORNIA 


Stanley W. Miller appointed asst. 
trust officer. 


Mary McGoldrick named asst. trust 
officer, having served as secretary to 
two former presidents, L. M. Giannini 
and Carl F. Wente, and as court trust 


Grover Grady retired April first after 
36 years of service. He began in 1920 
as a tax consultant in the trust divi- 
sion. 


CONNECTICUT 


Frank G. Larson elected an assistant 
trust officer, with operational and ad- 
ministrative duties. 

Allyn A. Bernard named trust offi- 
cer. 


FLORIDA 


Judge Oscar S. Caplan, recently re- 
tired after 25 years from the Bench 
in the Municipal and Probate Courts 
of Illinois, appointed as trust officer. 


With former Governor of Illinois Henry Horner he worked 
in the largest probate court in the world and handled over 
100,000 wills, heirships, estates of minors and incompetents. 
Author of “Practical Points on Probate Practice,” “‘Probate 
Practice and Procedure in Illinois” and two volumes of 
‘Municipal Court Manual,” he has written the rules for both 
the Municipal and Probate Courts. In 1939 Judge Caplan 
gained national prominence by aiding in the discovery and 
smashing of the German American Bund, working closely 


with the FBI. 


Miami 
FIRST 


NATIONAL BANK 


Edward H. Kruse, Jr., elected a trust 
officer. Kruse, who has been particu- 
larly active in the development of 
trust business and in public relations, 


was elected to Congress from Indiana in 1948. In 1951 he 
Was appointed Judge of the Probate Court of Allen County. 
Following his term on the bench he served as trust officer 
of LINCOLN NATIONAL BANK & Trust Co. of Fort Wayne, 
Indiana, until last month. During World War II he attained 
the rank of Lieutenant in the Navy. 


Miami 


PAN AMERICAN 
BANK OF MIAMI 


Horace K. Hays has joined Pan Amer- 
ican and as vice president will head 
the new trust department there. Hays 
is a former trust officer of First Na- 


TIONAL BANK of Miami. 


Miami Beach 


Frank Smathers, Jr., promoted to as- 


MIAMI BEACH First sistant to the president and trust offi- 


NATIONAL BANK 
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J 


Oscar CAPLAN 
Miami 


ser. Smathers, who has served as vice 
president and trust officer for 20 






EDWARD H. KRUSE, JR. 


Miami Chicago 





W. B. HIGGINBOTHAM 


TRUST PERSONNEL CHANGES 






years, will continue to supervise the trust department and, as 
assistant to the president, will take a more active part in 


the bank’s commercial 


division. He was former head of the 


trust division of the Florida Bankers Association. 


Bloomington 
NATIONAL BANK 
OF BLOOMINGTON 


Chicago 
City NATIONAL 
BANK & TrRusT Co. 


Chicago 
LA SALLE 
NATIONAL BANK 


ILLINOIS 


Shelton B. Leach appointed president 
and trust officer succeeding the late 
Grover C. Helm. 


William J. Purcell made asst. trust 
officer. 


William B. Higginbotham elected trust 
officer and assistant secretary. After 
serving as vice president and trust 
officer of SoutTH CHICAGO SAVINGS 


BANK for ten years, Higginbotham joined LaSalle in Jan- 
uary. He is past president of the Cook County Corporate 


Fiduciary Association. 
Chicago 

NORTHERN 

TRUST Co. 


Harvard Law School. 


Fort Wayne 


Peru 
PERU 
TRusST Co. 


Roachdale 
ROACHDALE BANK 
& Trust Co. 


South Bend 


Sullivan 
SULLIVAN 
STATE BANK 


Lexington 


Kansas City 
City NATIONAL 
BANK & TRUST Co. 


Helena 
UNION BANK 
& Trust Co. 






J. H. RAPRAGER 
New York 





William C. Knecht appointed assistant 
secretary in the Corporate Trust di- 
vision of the trust department. He is 
a graduate of the U. of Michigan and 


INDIANA 
See Miami, Fla. 


R. E. Winninger made treasurer and 
trust officer. 


Gale Irwin elected president succeed- 
ing Nathan Call, who retired. Irwin 
was formerly cashier and asst. trust 
officer. 


(See Fort Worth, Texas.) 
Harry C. Lowry promoted to presi- 
dent, from first vice president, suc- 


ceeding Charles F. Batey, elected vice 
chairman and reelected trust officer. 


KENTUCKY 


See Nashville, Tenn. 


MISSOURI 


After 20 years as trust officer, Earl 
W. Deputy has retired effective April 
first. However, he will assist the trust 
department in estate planning. 


MONTANA 


H. C. Schuyler retired as vice presi- 
dent and trust officer, but remains on 
the board of directors and trust com- 
mittee. 





A _ 
C. R. JENKINS 
Columbia, S. C. 





HENRY HEIL 
New York 
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NEW JERSEY 


Robert H. Burggraf became an asst. 
trust officer. 


Hoboken 
HvupDsoNn 
Trust Co. 


Trenton 
TRENTON 
TrRustT Co. 


E. Donald Stuck joined the bank as 
asst. trust officer. His experience has 
been in trust administrative functions 
and estate planning. 


NEW YORK 


James H. Raprager named trust offi- 
cer; Quinton U. Ford elected assistant 
vice president (investment depart- 
ment); Anton W. Koester, William 
E. Ekman and Alan P. Rothmayer (all of the trust operations 
division of the bank) elected assistant secretaries. 
New York 
City BANK 
FARMERS TRUST Co. 
New York 
UNITED STATES 
TRUST Co. 


New York 
BANKERS 
TrRusT Co. 


Edward C. Silberhauer appointed as- 
sistant secretary. 


Henry F. Heil appointed asst. vice 
president. Heil joined the bank in 
1935 and has been assistant secretary 
for the past four years specializing 
in trust and estate administration and estate planning. 


OHIO 


John Laurenson, attorney, appointed 
trust officer and asst. vice president 
succeeding the late Robert Reed. 


Dover 
REEVES BANKING 
& Trust Co. 


PENNSYLVANIA 


Jenkintown Hugh G. Perry, formerly trust officer 
JENKINTOWN BANK at PIONEER BANK, Chattanooga, Ten- 
& Trust Co. nessee, joined the Jenkintown bank as 

vice president. 


SOUTH CAROLINA 


C. Rees Jenkins, Jr., promoted to trust 
officer; J. Theron Woodward, Jr., asst. 
trust officer. Jenkins is a graduate 
of Davidson College and did graduate 
work at Duke U. Woodward attended 
the U. of South Carolina, receiving his degree in Business 
Administration in 1947 and a law degree in 1949. 


Columbia 
CITIZENS & 
SOUTHERN 
NATIONAL BANK 


TENNESSEE 


Will L. Harris, vice president and 
chief investment officer, elected vice 
president and trust officer succeeding 
the late Charles F. Emerson as head 
of the trust department. Before join- 
ing American National in 1947, he was a vice president of 
the Volunteer State Life Insurance Co. and with the State 
Insurance Department as chief examiner. 
Nashville 
THIRD 
NATIONAL BANK 


Chattanooga 
AMERICAN 
NATIONAL BANK 
& Trust Co. 


H. Leroy Austin, who recently re- 
signed as vice president and director 
of Security Trust Co., Lexington, 
Virginia, elected trust officer of Third 


JAMES F. BEAMER 
Fort Worth 


H. L. AUSTIN 
Nashville 


WILL L. HARRIS 
Chattanooga 
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Photo by Camera Hawaii 
Waikiki branch of Bishop Trust Co. of Honolulu, situated in the 
Princess Kaiulani Hotel, where local residents can obtain trust 
company services including up-to-the minute Wall Street reports, 
National. A graduate of Rutgers U. Graduate School of 
Banking, he has been actively engaged in banking for 31 
years. He has served as president, Trust Division, Kentucky 
Bankers Association. His civic and community affairs include 
Lexington Community Chest, and he has also served 4 
special lecturer on estate, inheritance and gift taxation a 
the U. of Kentucky School of Law and been a faculty men. 
ber of the Southern School of Banking of Louisiana State J, 





TEXAS 


I. A. Wynn succeeds as trust officer 
William H. Bloch, who is now in 
private law practice in Corpus Christi, 
Wynn was formerly asst. trust officer 
with CAPITAL NATIONAL BANK, Austin. 


Fort Worth James F. Beamer became a trust ofi- 
First NATIONAL cer. For the past two years and a half 
BANK Beamer has been in charge of estate 

planning at the First NATIONAL BANK 

& Trust Co., South Bend, Indiana. 

Harlingen J. B. Brady promoted to vice presi 
First NATIONAL dent and senior trust officer; Newton 
BANK Spilman elected trust officer in addi. 

tion to his present title of vice presi- 
dent. 


WISCONSIN 


E. E. Dixon advanced from cashie! 
and trust officer to vice president an¢ 


Corpus Christi 
GUARANTY TITLE 
& Trust Co. 


Superior 
NATIONAL BANK 
OF COMMERCE 
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Floor plan of Trust Department in new Bank of the Southwest 
Building (see story on page 477) 
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Bank of the Southwest 
in $16 Million Home 


The Texas Gulf Coast has been pro- 
yided with a new concept of modern 
banking with completion of the new Bank 
of the Southwest building, Houston’s 
largest skyscraper. Formal opening cere- 
monies are tentatively scheduled for mid- 
June. 

Costing over $16,000,000 the new 24 
story building is the city’s largest office 
building — the first banking facilities in 
the Gulf Coast area to occupy a com- 
plete city block, and Houston’s first all 
aluminum building. 


The trust department, one of the larg- 
est in the Southwest, is located in the 
main banking lobby. Because of in- 
creased activities, a larger portion of the 
lobby area is devoted to this than to any 
other single department (see p. 476). 
Its 6,824 square 
feet in addition to 
the Department of 
Files, Addresso- 
graph Department 
and similar areas, 
contains a large 
waiting room, two 
private conference 
rooms, private of- 
fices for the trust 
officers and a large working area for 
trust department personnel which totals 
30 people. The department also includes 
a private vault for securities and other 
valuables. Furnishings are from modern 
decor to blend in with the overall motif of 
the main banking lobby. George M. Irv- 
ing, vice president and general trust offi- 
cer, is head of the department. 

The bank began in 1907 under the 
name of The Lumberman’s National 
Bank. Two years later, S. F. Carter, a 
retired lumberman and president and co- 
founder, rendered the city’s first sky- 
scraper of 16 stories, on Main and Rusk. 
Investigation showed that the bank’s 
charter was the second oldest in Houston 
so the name was changed to Second Na- 
tional Bank in 1923. For several years 
now the bank has had the oldest national 
charter in the city, making the “Second” 
a misnomer, and with the scope of opera- 
tions extending far beyond Houston’s 
boundaries, the more appropriate name, 
Bank of the Southwest, was adopted in 
January of this year. Its top officers are 
Col. W. B. Bates, chairman, L. R. Bryan, 
Jy., vice chairman, and A. G. McNeese, 
Jr., president. 


GEORGE M. IRVING 





TRUST OFFICER WANTED 


Between 35 and 50 years of age with solid 
trust experience, particularly estate plan- 
ning. Must have law degree. Senior posi- 
tion in 75 million dollar Southern bank. 
Excellent opportunity for right man. 


Box H-65-2, Trusts and Estates 
50 East 42nd St., New York 17 
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Trust department officers of newly consolidated First City National Bank of Houston are 
pictured above. Seated (1. to r.) are L. H. Thomas, vice president and trust officer; Car- 
roll D. Simmons, vice president and senior trust officer; Fred P. Hamill, vice president 
and senior trust officer. and H. B. Black, assistant vice president and trust officer. Standing 


are Jon Thorwaldson, assistant trust officer ; 


J. C. Faris, trust officer; David D. Peden, trust 


officer; George F. Neff, trust officer; Mrs. Sarita Flynn, assistant trust officer, and Robert 
W. Malone, assistant trust officer. 





OOOOOOOOOOOOOOOOOOCOOOOOOOCOOD 


TRUST 
EMPLOYMENT EXCHANGE 


DOODOOOOOOOODOOPOPODODPOPPPOPOPOPD 


OOOOOOD 
DOOOOOYD 


Address correspondence to Trusts 
and Estates, 50 E. 42nd St., New 
York 17, attention Employment Ex- 
change, with code number. 


Fast growing trust department in Mis- 
souri has openings for young men in 
corporate trust division and new business 
solicitation; experience not’ esential; 
state salary. 65-1 


Southern bank seeks law trained man 
with trust and estate planning experi- 
ence. See ad H-65-2 


Texas trust department needs assistant 
trust officer under 45. See ad H-65-3 


New business attorney and trust officer 
wishes permanently to apply Masachu- 
setts rule near its source. 65-4 


Expanding trust department in rapidly 
growing city offers unusual opportunity 
for trust officer. Write R. Duphorne, 
First National Bank in Albuquerque, 
N. M. 


Trustman with promotional experience 
wanted to head established trust depart- 
ment in fast growing city with excellent 
growth possibilities. Starting salary 
$10,000. 64-3 


Attorney-Certified Public Accountant, 
30, married, desires position with ad- 
vancement possibilities in trust depart- 
ment or insurance company, preferably 
in Houston area. 64-4 


Qualified trust development man ex- 
perienced in estate planning and taxation 
sought by medium size New York bank 
in metropolitan area. State personal and 
business resume and expected salary. 
65-5 


MERGERS & NEW TRUST POWERS 
GRANTED 


Los Angeles & San Bernardino, Cal. — 
TITLE INSURANCE & TRUST Co. acquired 
the PIONEER TITLE INSURANCE & TRUST 
Co. of San Bernardino. The latter will 
operate as a wholly-owned subsidiary 
and no change in personnel or operating 
policies is anticipated. 


Lexington, Ky. — SECOND NATIONAL 
BANK has been granted trust powers. 


Callicoon, N. Y. — Trust powers have 
been granted to the First NATIONAL 
BANK. 


A A A 
IN MEMORIAM 


C. F. EMERSON, vice president and 
trust officer of AMERICAN NATIONAL 
BANK & TrRusT Co., Chattanooga. 


Davip C. Ewart, trust officer of MER- 
CHANTS NATIONAL BANK of Boston, and 
secretary of the Corporate Fiduciaries 
Association of Boston. 


CHARLES N. GILLES, SR., president and 
trust officer, MAPLEWOOD (Missouri) 
BANK & TrRusT Co. 


BARTHLOMEW O’TOOLE, president of 
PULLMAN TRuST & SAVINGS BANK, Chi- 
cago. 


KENNETH C. PFARRER, trust officer, 
CROCKER-ANGLO NATIONAL BANK of San 
Francisco. 





OPPORTUNITY 
FOR TRUST OFFICER 


Trust Institution in San Antonio, Texas, 
seeking qualified Assistant Trust Officer 
below age of 45. Position offers substan- 
tial opportunity for advancement. Full 
background information required. Salary 
open. Contact: 


Box H-65-3, Trusts and Estates 
50 East 42nd St., New York 17 














BOOK VALUE 
(Continued from page 410) 


in style industries, because changes in 
demand may quickly make goods obso- 
lete or saleable only at a price conces- 
sion. This conservatism is also helpful 
as an income tax economy. 


Investments 


Investments in securities, real estate, 
and other non-trading assets are usually 
carried at cost. On a balance sheet these 
investments are also usually stated at 
cost except that in the case of market- 
able securities their market value may 
be stated in a footnote, or parenthetic- 
ally, or in the case of certain investment 
companies, directly in the balance sheet. 
However, securities of a permanent in- 
vestment nature (such as stock of an 
affliated company), real estate, equip- 
ment and other tangible property are 
stated at cost less a provision for de- 
preciation and depletion in the case of 
assets that are of a consumable nature. 


Obviously the fair value, or realizable 
value, of such assets is seldom the same 
as cost shortly after acquisition. Con- 
servative accounting policies dictate 
that appreciation in value, however 
large, generally not be taken into ac- 





| 
PROBLEMS 
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When you 
have fiduciary 
or other 
financial 
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merican Security 
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count. A decline in value is usually also 
not recorded where such values are 
known to fluctuate. Where a very sub- 
stantial decline in value has occurred, 
material in relation to a company’s 
capital, the fact should be disclosed in 
a properly prepared balance sheet, 
though this fact may not appear on the 
company’s records. : 


Thus, book value of such assets may 
be far from a fair value. Assets of this 
nature should be appraised independ- 
ently, or have values placed on them 
by the owners at regular intervals. 


Bad Debits — Reserve or 
Charge-Off Method 


The income tax law. provides two op- 
tions for dealing with uncollectible and 
doubtful accounts, and books generally 
conform to one or to the other, though 
a combination of both for accounting 
purposes (not usable for tax purposes) 
also is reasonably prevalent. 


On the charge-off basis, normally 
only the accounts known to have be- 
come uncollectible are charged off. 
Where earnings are poor there may be 
a reluctance to write off an account, 
particularly if there is the slightest 
flicker of hope. To the contrary, where 
earnings are good, income tax expedi- 
ency dictates a more radical policy. 


The bad debt reserve method does 
not require the immediate drastic action 
of writing off a doubtful account. It 
provides, from earnings, an amount 
that is estimated to be sufficient to ab- 
sorb uncollectible and doubtful ac- 
counts. Logically, therefore, where a 
bad debt reserve exists there is reason- 
able ground for the assumption that 
the net receivables (gross accounts less 
reserve) are smaller than where the 
charge-off method exists, because re- 
serves are often generous in their ap- 
praisals of the requirements. Reduced 
receivables, in turn, mean lowered book 
value. 


Costs Applicable to Future Periods 


Here is an item that can play hob 
with book value and contains elements 
of controversy. The following illustra- 
tion will bring out the point. 


In February 1956 dress manufac- 
turers may be preparing sample lines 
for the Fall 1956 season. This involves 
substantial costs such as designers’. 
fitters’ and models’ salaries, travel ex- 
pense, fabrics and trimmings, adver- 
tising, and other direct and overhead 
costs. The finished product may not be 
produced and shipped until, say, August. 


Assume that a manufacturer’s fiscal 
year ends June 30, 1956, or that a buy- 
sell agreement calls for a balance sheet 
as of that date. What is the status of 
the costs incurred in February, the 
benefits of which will not be realized 
until August? Should they be taken 
onto the balance sheet as a deferred 
charge as of June 30 or shall they just 
be omitted? 


This problem exists on an_ even 
larger scale in hard goods industries, 
such as automobiles, television and 
radio sets. A somewhat similar situa- 
tion prevails in companies that expend 
substantial amounts annually for re- 
search and development expenses. In 
such cases one must be informed as to 
the policies of capitalization and amor- 
tization. 


Capitalization of Repair and 
Improvement Expenses 


Companies that are profitable gener- 
ally tend to conservatism in capitalizing 
(treating as an investment to be written 
off by depreciation over a period of 
years in the future) repair and im- 
provement expenses, whereas those 
whose earnings are not satisfactory 
may follow a contrary policy. Under- 
standably, the profitable company wants 
to reduce its income taxes and the less 
profitable company, struggling to pre- 
serve its credit status, or having no 
present income tax problem, wants to 
improve its earnings. 


Since the nature of a repair or im- 
provement often defies classification. 
management’s inclinations will obvious- 
ly influence the decision. 


Miscellaneous Factors 


Other significant aspects, which can 
be given only the briefest mention, are 
the following: 


Consignment accounts — how are 
they recorded and at what intervals 
are settlements made? 


Quantity discounts — what are the 
prevailing terms and when are credits 
issued to customers. 


Service guarantees (e.g. appliance 
service contracts)—has any portion of 
the selling price been set aside to 
cover future service costs? 


Anticipated sales returns (e.g. mail 
order operation) —has ample provi- 
sion been. made for returns of goods 
sent out on approval and the result- 
ant losses and expense? 


Unaudited tax returns — what pos- 
sible additional tax assessments may 
be dormant until the tax examiner 
arrives ? 


TRUSTS AND EsTATES 





scal 
Duy ° 
heet 
s of 

the 
ized 
iken 
rred 
just 


ven 
ries. 
and 
tua- 
vend 

re- 

In 
s to 


nor- 


ner- 
zing 
itten 
| of 
im- 
hose 
tory 
der- 
ants 
less 
pre- 


no 


im- 
ion. 
ous- 


can 
are 


are 
vals 


the 
dits 


ance 
n of 
» to 


mail 
Ovi- 
90ds 
sult- 


pos- 
may 
iner 


Tax basis of property — do any of 
the assets have a tax basis much 
lower than book value so that, in the 
event of sale or other taxable disposi- 
tion, the income tax will be inordi- 
nately large? 


Tax loss carry-over — is there a 
large tax loss carry-over which may 
yield substantial tax benefits in suc- 
ceeding years? 


Life insurance proceeds — where 
such proceeds are received by a com- 
pany as a result of the death of a 
principal, are they to be added to 
book value? 


There are points, too numerous to list, 
which may require the attention of the 
agreement drafters and their principals, 
which the company’s accountant can 


help bring to light. 
Financial Statement Variations 


Financial statements have objectives. 
A report prepared specifically for the 
guidance of a prospective buyer of a 
business could vary considerably from 
one prepared for a 60-day bank loan. 
Reports distributed to the stockholders 
of a public corporation are very much 
condensed but the report furnished the 
president may be extensively detailed. 

The reports prepared by certified 
public accountants for closed corpora- 
tions and partnerships, whether of an 
interim nature or annual, are mainly 
financial statements. 


general purpose, 


usually serving these two purposes: 


1. To provide information as to 
operating results and financial posi- 
tion for the knowledge and guidance 
of the owners. 

2. To furnish information for the 
guidance of the company’s credit 
grantors —the suppliers of material 
and services, and financial institu- 
tions that have made loans. 


deter a 
business owner from using his general 
financial 


However, there is nothing to 
statements for any business 
objective, whether it be the making of 
a long-term mortgage loan, or to inter- 
est a prospective buyer or partner, or 
for merger purposes. Hence, the use of 
a general purpose financial statement 
for the evaluation of book value of 
capital stock or a partnership interest 
may be satisfactory in some instances 
but not entirely satisfactory in all cases. 


Financial reports prepared by inde- 
pendent certified public accountants 
vary in form, content, principle, and 
frequency. These variations are, as a 
tule, justifiable because they reflect the 
different requirements of business own- 
ers. limitations on audit scopes, needs 
of credit grantors, and the nature, size, 
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and profitableness of the enterprise. 
These variations are far more within 
the control of the business owner than 
of the accountant. 


Balance Sheet Limitations 


Certain qualifying conditions must be 
understood for a grasp of balance sheet 
limitations. 


A balance sheet, generally, is more a 
“historical” presentation of financial 
position than an appraisal. The cost of 
preparing balance sheets would be pro- 
hibitive if it were regularly necessary 
to get appraisals of all of the assets, ex- 
cept perhaps in certain simple situations. 
The current (liquid) assets, such as in- 
ventory, trade receivables, and market- 
able securities, are frequently evalu- 
ated because of their connection with 
earnings and/or because required for 
credit purposes. A balance sheet con- 
tains much that represents opinion and 
estimate though their representation in 
dollar amounts 
of certitude. 


creates an appearance 

The frequency of balance sheets has 
a definite bearing on their complete- 
ness and authoritativeness. If prepared 
at monthly intervals they usually are 
only practical instrumenis for manage- 
ment valuation 
means because it is usually just imprac- 
tical to make all of the determinations 
necessary, at such frequent intervals, to 


purposes but are not 


produce a more meaningful statement. 
Many interim statements are based on 
estimated inventories and some use a 
“break-even” approach, because physi- 
cal inventories are not available. 
Annual reports, and in some cases 
semi-annual and quarierly reports, are 
prepared with greater care and _ there- 
fore more reliable, but not necessarily 
so. For example, if a client insists that 
the accountant is not to spend time in 
the annual audit on checking inventory 
or in circularizing customers as to the 
of their balances, the ac- 
countant must omit procedures that are 


correctness 


vital to an unqualified opinion balance 
sheet. In that event the accountant might 
nevertheless produce a balance sheet 
but would discleim an opinion on the 
stated grounds. 

Where a balance sheet is to be the 
basis for a buy-sell agreement, it is ne- 
cessary to ascertain that it will be ade- 
quate for that purpose. Such a state- 
ment must be more than the general 
purpose type discussed; it must also 
serve the special purpose of the valua- 
tion requirement. All of the points de- 
veloped in the review of bookkeeping 


system and accounting principles may, 
though not necessarily, have a bearing 
on the balance sheet. 


A cash basis bookkeeping system, if 
carried over into the balance sheet, will 
produce an_ unsatisfactory statement. 
However, in many instances account- 
ants prepare accrual basis statements 
though the books are on a cash basis. 
Similarly, situations exist where com- 
panies do not carry a reserve for bad 
debts, yet one may be set up on a bal- 
ance sheet to make that statement more 
meaningful. Thus, the accountant 
bridges the gap between the books and 
the balance sheet, but usually in the 
manner suitable to the going-concern 
needs of the client. 


Recommendations 


The following recommendations are, 
in effect, a summary of points previous- 
ly made but worthy of reiteration in 
group form: 

1. The parties to a “book value” 
buy-sell agreement should be apprised 
of the significance of the provision and 
its dangers, particularly the possible 
effects of income tax expediencies. 

2. The company’s independent cer- 
tified public accountant should be asked 


“WHY DELAWARE?” Tax and trust 
laws of the State of Delaware 
facilitate the accumulation, man- 
agement and conservation of 
property by corporations and 
non-residents. Write for “Why 
Delaware?” our new booklet sum- 
marizing these benefits. 


WILMINGTON 
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Wilmington, Delaware 


Capital Funds . . . $ 26,350,932 
Total Assets ... . $290,530,343 











to prepare a memorandum on the as- 
pects of book value that must be con- 
sidered prior to the completion of the 
agreement. It should set forth the 
recognizable impacts on book value of: 


a) Bookkeeping system employed. 

b) Accounting policies in effect. 

c) Type of audits made, and their 
frequency. 


d) Type of reports furnished by 
the accountants, and their frequency. 


3. Based upon the exploratory me- 
morandum (item 2), the book value 
provision should encompass those fac- 
tors that require inclusion. Reference 
may be made to such points as: 


a) Inventories should be based on 
physical counts and valued at cost or 
market, whichever lower. Where de- 
sirable, the terms “cost” and “mar- 
ket” could be defined, and obsolete 
and other substandard goods might 
be provided for. 


b) Marketable securities should be 
valued at market price, with or with- 
out regard to commission and other 
disposal expenses. 


c) Real estate, machinery, and 
other tangible assets are to be valued 
by independent appraisal. 


d) Intangibles carried on the books 
are to be either appraised, included 
at book value, or otherwise valued. 


e) Investments in affiliates are to 
be valued in the same manner as the 
interest under consideration. 


4. Provision should be made for 
periodic review of the book value clause. 


5. Consideration should be given to 
the determination date. Where death is 
the reason for the transaction, it is im- 
portant that careful thought be given 
to whether the valuation be made be- 
fore or after that event. Each alterna- 
tive has its pros and cons. 


Other Valuation Methods 
A few added thoughts on book value 


may be helpful in individual situations. 


Some attorneys follow the practice of 
putting into a buy-sell agreement a pre- 
determined dollar cons‘deration. This 
device insures the minimum difficulty 
in the settlement. It is assumed, of 
course, that the amount has been care- 
fully established. However, it has draw- 
backs. Unless the consideration is re- 
vised at regular intervals and after any 
extraordinary profit or loss, one of the 
parties will pay an excessive price for 
the simplicity. Such agreements should 
have a safety clause providing that it 
should not be binding unless the amount 
of the consideration has been reviewed 
and approved within, say, two years. In 
that event an alternative should be pre- 
scribed. 


To avoid the difficulties that might 
ensue in the event of the lapse of the 
“stated value” provision, one might pro- 
vide the following alternative; namely, 
that the stated value remain as a base 
but that it thereafter be automatically 
adjusted by the increase or decrease in 
book value between the date of adoption 
of the stated value and the terminal date 
of the agreement. 


The fixed consideration also suffers 
from the drawback that unless with- 
drawals by principals are _ strictly 
limited, it is conceivable that a partner 
may have drawn against future profits 
or capital yet be entitled to a stated 
amount which did not contemplate that 
occurrence. 


The use of a fixed consideration has 
important estate tax benefits and it has 
so been utilized. If a consideration is 
fixed, and is never altered though the 
value of the business interest appreci- 
ates materially from year to year, the 
buyer will make a bargain purchase. 
This is a desirable arrangement between 
a father and sons in business. If the 
agreement is bona fide and is one that 
is effective during life as well as after 
death, the valuation of the business 
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interest for estate tax purposes will be 
the contract price and not its fair mav- 
ket value. 


The difficulties of goodwill valuation 
should not per se preclude its use and 
compel the alternative use of book value. 
Where large amounts may be involved 
a substantial injustice will be done io 
the seller. Estate planners must be con- 
cerned with this aspect because it can 
materially affect their recommendations. 
Formulae can be worked out to reduce 
to a tolerable level the difficulties of 
goodwill valuation. Moreover, the 1954 
Revenue Code has treated very gener- 
ously with the taxation of the profit on 
the sale of goodwill, making it virtually 
optional as to whether it should be 
capital gain or ordinary income. 


A A A 


Three Banks Cited for 
Management Excellence 


The 1956 Manual of Excellent Man- 
agements, published by the American 
Institute of Management, singles out 
three banks from among 409 companies 
as deserving particular merit for excel- 
lence in one of the Institute’s areas of 
management appraisal. 


Chemical Corn Exchange Bank, New 
York, is cited for exceptional sales 
vigor, and the degree to which effective 
management in this area has aided the 
entire effort. 


First National Bank, Dallas, is named 
for the quality of its executive person- 
nel, unity of command, training and 
development, and the general harmony 
which has resulted in overall excellence. 

First National City Bank, New York, 
is mentioned for the selection, active 
participation, and contribution of its 
board members. 


The 409 companies named are selec- 
ted from over 4,000 surveyed by the 
Institute. The manual is available from 
the Institute offices, 125 East 38th St. 
New York 16. 


A A A 


@® Chase Manhattan Bank was compli- 
mented in a recent editorial in the New 
York Herald Tribune for its wisdom in 
using sunlight as an asset. The new bank 
site, announced a few months ago, will 
represent roughly two and a half acres, 
but the actual office building will occupy 
only 30% of the area. This permits a 
full sixty stories without setback, pro- 
viding more office room than if it were 
wedged between other structures. Fur- 
thermore, “what the bank will earn in 
good will by providing a big parcel of 
sunlight in this area is incalculable.’ 
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1955 A Fine Trust YEAR 


Annual Bank Report Survey: Part 3 


Bank 


FLORIDA 


Bank of Melbourne & 
Trust Co., Melbourne 


Gross Earnings 


Gratifying progress 


MASSACHUSETTS 
Day Trust Co., 
Boston 


First National Bank and Old Most satisfactory in recent 
Colony Trust Co., Boston history of our trust and 
agency operations ... re- 


sulted primarily from revised 
rates, an unusually high level 
in dollar value of estates un- 
der administration, and high 
level of stock market 


Merchants National Bank, 
Boston 


New England Trust Co., 


$1,395,190 compared 
Boston 


$1,116,495 in 1954 


with 


Rockland-Atlas National 
Bank, Boston 

Second Bank-State Street 
Trust Co., Boston 


Fiduciary commissions 
$3,248,741 compared with 
$2,787,831 in 1954 


United States Trust Co., 
Boston 


Cambridge Trust Co., 
Cambridge 


Harvard Trust Co., 
Cambridge 


B.M.C. Durfee Trust Co., 
Fall River 


Malden Trust Co., 
Malden 


May 1956 


Volume of Business 


Noteworthy growth... sub- 
stantial increase both in pres- 
ent and future business... 
1955 recorded the name of 
every officer, many directors, 
and a number of stockholders 
throughout the Group of 
Banks availing themselves of 
this service ... gratifying 
progress in value of trust as- 
sets, personal and corporate 


Trust accounts — principal 
$24,130,669, income $278,748; 
As Guardian — principal 
$872,311; income $10,859; As 
Executor principal $347,- 
212, income $15,130. Total — 
$25,654,930 

Continued growth in assets 
in all categories, the major 
part of which was the acqui- 
sition of new business... 
Increase in the number of 
nationally owned corporation 
co-transfer agent appoint. 
ments ... value of trustee- 
ships under bond indentures 
at year-end was at all-time 
high 





Added more new business by 
a substantial margin than in 
any previous year ... book 
value of personal trust assets 
$198,882,131 

Assets at book value reached 
$357,137,000 ($342,545,000 the 
year before) of which trusts 
and estates accounted for 
$273,896,000 and agency ac- 
counts represented $83,241,- 
000. In addition investment 
accounts for which the de- 
partment is consultant were 
in excess of $90,000,000 
Steady increase averages 7% 
a year, but in 1955 was 11% 
The consistent growth in the 
use of our services has con- 
tinued in the consolidated de- 
partment throughout 1955 
Trust department assets were 
$15,925,739 compared with 
$15,787,723 a year earlier 
$12,865,401 compared with 
$12,647,062 in 1954 


Assets increased from $40,- 
456,916 to $44,322,146 of 
which $24.5 million was in 
trusts and _ guardianships, 
$3.4 million in estates 


Trust assets reached $25,- 
030,521 which is divided into 
Trusts $18,703,188 ($128,488 
more in income); As Execu- 
tor, Administrator, etc. $894,- 
692 (plus $16,578 income) ; 
As Agent, ete. $5,276,832 
(plus $10,743 income) 

Substantial gains ... assets 
$9,955,000 , 


Common Trust Fund 


The rapidly growing middle 
income group is finding that 
the flexibility available in 
trust management meets fam- 
ily needs. CTF makes it pos- 
sible to invest and handle 
these trusts efficiently 


Common Trust Fund begun 
Nov. 1, 1954 was $294,942 on 
Oct. 31, 1955 

Started Common Trust Fund 
in November 1955 
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Bank 


Agricultural National 
Bank, Pittsfield 


Pittsfield National Bank, 
Pittsfield 

Springfield Safe Deposit & 
Trust Co., Springfield 


Gross Earnings 


Satisfactory increase 


Third National Bank 
& Trust Co., Springfield 


Union Trust Co., 
Springfield 


Newton-Waltham Bank 
& Trust Co., Waltham 


Worcester County Trust Co., 
Warcester 


MICHIGAN 


Ann Arbor Trust Co., 
Ann Arbor 
Bay Trust Co., 


Record high of $147,522 com- 
Bay City 


pared with $133,493 in 1954 


Detroit Wabeek Bank & 
Trust Co., Detroit 


Manufacturers National 
Bank, Detroit 


National Bank of Detroit, 


Operating income increased 
Detroit 


further in 1955 


Genesee County Savings 


Net earnings for 1955 were 
Bank, Flint 


the largest since the Depart- 
ment’s inception 


City Bank & Trust Co., 


Gross income up 5% 
Jackson 


First National Bank, Gratifying increase 
Kalamazoo 

Hackley Union National 
Bank, Muskegon 


Volume of Business 
Assets $33,633,384 


Assets at a record high 

Trust assets totaled $40,180,- 
301 plus $61,085,365 in 
Agency Accounts. The trust 
assets were divided into 
Trust Accounts ($37,342,938 
plus income of $596,312) and 
As Executor, Administrator, 
ete. $2.241.051 . .. Of the 
$40 million trust assets $29 
million was invested in stocks 
and $8 million in bonds 


46 new accounts with aggre- 
gate value of $3,478,000 plus 
six new agencies with assets 
over $470,000 have brought 
total accounts to 490 with 
market value of $42,000,000 


As Executor and Trustee 
$27,694,439 ($25 million in 
bonds and stocks) compared 
with $21,504,275 in 1954 ($19 
million in bonds and stocks). 
As Agent $7,744,297 com- 
pared with $3,722,426 in 1945 


Assets $14,645,977 compared 
with $13,566,758 in 1954. 
$13.3 million represents bonds 
and stocks . additional 
$985,159 in agency accounts 


The Trust Department has 
shown marked progress. Total 
assets, including agency ac- 
counts have risen from $96,- 
042,194 on Dec. 31, 1954 to 
$101,576,815 on Dec. 31, 1955 


Investments under manage- 
ment $29,530,303 
Market value approaches $32 


million new business 
average... larger number of 
accounts closed .. . now 


smaller total number but 
higher total value 


A most satisfactory year in 
all phases .. . Pension and 
profit sharing plans have 
shown a reassuring growth 
... An important part of our 
business comes from _indi- 
viduals and corporations al- 
ready doing business with us 
in other departments 

Best year... 


Continued growth in all 
types of trust services... 
The mergers opened up new 
opportunities for trust ser- 
vices in Grosse Point, Roches- 
ter, and Utica, and brought 
such services to these areas 
directly for the first time 
Continued growth and public 
acceptance 


Assets up 10% to a record 
level .. . Many new accounts 
in the field of investment and 
property management as well 
as the normal growth in the 
probate of estates. We have 
added substantial business in 
the pension and profit shar- 
ing field ... Our Albion of- 
fice has opened a new area 


Best year ... largest number 
of accounts and total of as- 


sets 
$19,428,967 


Common Trust Fund 


We have added new services 
such as ... the Common 
Trust Fund 


Use of the Common Trust 
Fund has increased. The 
Fund now has $6,000,000 and 
254 trusts 


Common Trust Fund adopted 
in December for operation 
January 31, 1956 


The Common Trust Fund has 
rendered a distinct service to 
our smaller trusts 


Common Trust Fund com- 
pleted second full year 


Common Trust Fund contin- 
ues most satisfactory 
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Bank 


Gross Earnings 


MINNESOTA 
Northwestern National 
Bank, Minneapolis 


Larger revenue than ever be- 
fore 


Winona National & Savings 
Bank, Winona 


MISSOURI 


City National Bank & Trust 
Co., Kansas City 


Commerce Trust Co. 
Kansas City 


First National Bank, 


Largest of any year in his- 
Kansas City 


tory ... Since no increase in 
fiduciary charges in 25 years, 
wile cost has trebled, the 
ratio of gross to net is less 


Union National Bank, 
Kansas City 


Boatmen’s National Bank, 
St. Louis 


Mercantile Trust Co., 
St. Louis 


St. Louis Union Trust Co., 


St. Louis 
NEBRASKA 
Omaha National Bank, Net profit relatively small be- 
Omaha cause of moderate fees 
NEVADA 


First National Bank of 


Gross earnings at $356,556 
Nevada, Reno 


are 48.5% over 1954. Net 
earnings were $314,399 


NEW JERSEY 


First Camden National Bank $110,263 (3.6%) compared 
& Trust Co., Camden with $129,193 (4.7%) in 
1954 


Union County Trust Co., 
Elizabeth 

Citizens Northern Valley 
National Bank 
‘now Citizens National 
Bank) Englewood 

Hackensack Trust Co., 
Hackensack 


Peoples Trust Co. of 
Bergen County, Hackensack 


Steady income producer 
Excellent year 


First National Bank, 
Jersey City 


May 1956 


Volume of Business 


Continued growth .. . in- 
crease in pension and profit- 
sharing trusts exceeded ex- 
pectations 

Trust Department assets 
total $12,581,217 


In last 5 years annual rev- 
enues and assets have trebled 
... 4 years ago established 
standardized profit - sharing 
retirement plan for small em- 
ployer ... two funds are now 
being established for pooling 
the investments of employee 
trusts 


More business, especially in 
employee benefit plans 


$16,000,000 in new accounts 
... In past three years vol- 
ume has increased over $50,- 
000,000 represented by actual 
property turned over for ser- 
vicing 

Steady growth 


In each of the most recent 
years a substantial amount of 
new assets has been entrusted 
to the Department’s care 


New high in number and 
total value of accounts... 
An equity fund and a fixed 
income fund now available 
for employee benefit plans 

Administers largest volume 
of trust business in the state 


Steady growth gives evidence 
of acceptance 


Greatest percentage growth 
since the Department’s incep- 
tion. Both Reno and Las 
Vegas have outgrown their 
offices .. . Fiduciary appoint- 
ments in 1955 included: 31 
Executorships and Admin- 
istratorships ($3,476,050) ; 10 
Guardianships ($181,031); 7 
Testamentary trusts ($1,591,- 
000); 52 Private trusts and 
agencies ($13,767,700); 2 
Transfer agencies ($8,- 
865,000) 


All time high in volume and 
number of accounts ... many 
new wills and life insurance 
trusts ... Dep’t administers 
bank’s employee retirement 
plan 

Trust Department Assets 
$18,923,483 

More people naming bank as 
executor and trustee 


Scope of activity constantly 
widening 


Rapid growth ... one of the 
most important services this 
bank can provide 


The Department was re- 
vamped at cost of $127,000 
: Serves 121 nationally 
known corporations .. . holds 
securities owned by indi- 
viduals and corporations to- 
taling over $520,000,000 ... 


Common Trust Fund 


A second Fund completed its 
first year and is growing 
steadily 


Common Trust Fund contin- 
ues to gain favor .. . $1,350,- 
000 and 100 trusts 


At year-end 41% of trust ac. 
counts participated in the 
Discretionary Common Trust 
Fund and 23% in the Re- 
stricted 
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Bank 
Trust Company of New 
Jersey, Jersey City 
First National Bank, 
Montclair 


Montclair Trust Co., 
Montclair 


Morristown Trust Co., 
Morristown 


Burlington County Trust Co., 
Moorestown 

Howard Savings Institution, 
Newark 

National Newark & Essex 
Banking Co., Newark 


National State Bank, 
Newark 

National Bank of New Jersey, 
New Brunswick 

County Bank & Trust Co., 
Paterson 

First National Bank & 
Trust Co., Paterson 


Plainfield Trust Co., 
Plainfield 


Princeton Bank & Trust Co., 
Princeton 


Citizens First National Bank 
& Trust Co., Ridgewood 
Summit Trust Co., 
Summit 


Trenton Banking Co. 
Trenton 


NEW YORK 
National Commercial Bank 
& Trust Co., Albany 


Montgomery County 
Trust Co., Amsterdam 
Liberty Bank, Buffalo 


Manufacturers & Traders 
Trust Co., Buffalo 


Marine Midland Corporation 
Buffalo 


Chemung Canal Trust Co., 
Elmira 


Gross Earnings 


Excellent year 


All time high 


All time high of $111,335 
compared with $103,443 in 
1954 and $107,507 in 1953 
... Also substantial backlog 
of non-recurring commissions 
deferred to future years 


Income for the Trust Depart- 
ment has doubled in the past 
6 years 


Volume of Business 
Healthy increase in volume 


Estates ranging in value 
from a few thousand to well 
over the million dollar mark 
have been settled in the year 
just closed ... and many 
beneficiaries have set up trust 
accounts for themselves 


Assets $65,000,000 . . . excep- 
tional progress . .. volume 
of new business assures fu- 
ture growth ...578 accounts 


Over a decade the department 
has increased the number of 
accounts by 28% and trust 
assets by 32% . Recent 
changes in tax laws have ac- 
celerated inflow of potential 
business 


Trust funds $11,270,455 


800 accounts... gain of 14 


$150,000,000 . . . Dep’t plans 
for electronic tabulating 


equipment 
Excellent year 


Trust Assets $20,266,634 


$24,203,954 compared 
$21,270,109 in 1954 
Increased by 10% to a new 
high . . . larger increase in 
new accounts ... record num- 
ber of will appointments 
Book value at all time high 
of $45,000,000 ... A new 
activity is administering pen- 
sion & profit-sharing plans 
Accounts increased from 226 
to 251 and assets more than 
$5 million (book value) to 
$35 million (market value) 


with 


38 new accounts of all types 
brought total to 229 


Continued growth of Depart- 
ment reflects growing need 
for trust services in the com. 
munity 


Trusts under wills and agree- 
ments $26,376,777; Executor- 
ships, guardianships and com- 
mitteeships $3,452,442; Pen- 
sion, profit sharing and other 
corporate trusteeships $10,- 
453,451; Agency manage- 
ment, custodianships, and 
other fiduciary accounts $22,. 
108,421; Total $62,391,091 
Trust funds $18,211,791 


During the year we have been 
complimented with numerous 
sizeable appointments 
Increase in size and number 
of estates and trusts 


Volume of personal trusts, 
pension funds, investment 
management accounts, cor- 
porate trusts, stock transfer 
and registrarships and other 
activities under administra- 
tion of the trust departments 
has continued to grow 

Released space at the Main 
Office provides larger quar- 
ters and conference rooms for 
the Trust Department 


Common Trust Fund 


106 trusts 
Common 
($4,568,607) 


participate in 
Trust Fund 
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Bank 


First Westchester National 
Bank, New Rochelle 


Bankers Trust Co., 
New York 


Chase Manhattan Bank, 
New York 


City Bank Farmers Trust Co., 
New York 


Empire Trust Co., 
New York 


Fiduciary Trust Co., 
New York 


(to be continued) 





1951 “1952. 


1953 





Gross Earnings 


$5,337,000 compared with 
$4,906,000 . . . Income from 
our pension and_ personal 
trust operations advanced to 
a new peak 


The Department has shown 
an increase in revenue 


Increased business has in- 
creased our earnings but 
statutory fees are inadequate 


Total fees and commissions 
were larger than in any 
previous year 


Income from interest, fees, 
etc., $2,368,394 compared with 
$1,954,903 in 1954 


a 2% LAA 240 


544 


1954 1955 


Trust Asset Growth 
at Lincoln Rochester Trust Co. 


May 1956 





Volume of Business 
Exceeds $25,000,000 


We received more new pen- 
sion and profit-sharing busi- 
ness than for some years 
past, and our investment ad- 
visory business continued to 
grow. The volume of personal 
trusts and estates adminis- 
tered also moved upward 


More than 25,000 corpora- 
tions, individuals and non- 
profit organizations use the 
services of this Department 
staffed by 2,000 men and wo- 
men... In the last few years 
employers have required more 
services of a trust nature. 
Among these has been the 
increase in the “multiple em- 
ployer plans” whereby em- 
ployer groups set up indus- 
try-wide retirement plans 

Chase Manhattan also 
manages a number of trusts 
for charitable and education- 
al purposes Activities 
of the Department have 
shown an increase in volume 
Total funds in our care rose 
to new peaks. More new busi- 
ness was received than in any 
other year during the past 
quarter century ... in many 


of our services the number 
and value of new accounts 
set all-time highs ... In the 


number of will appointments 
and value of estates received 
for administration, the num- 
ber and total dollar value of 
new accounts, 1955 was the 
record year in more than two 
decades .. . Funds for pen- 
sion and profit-sharing plans 
continued to grow from both 
accretions and new appoint- 
ments, which in number and 
volume exceeded any previous 
year 

Our Trust Department con- 
tinued to grow 


Our business has increased 
until our Company has in its 
vaults property with a value 
of over half a billion dollars 


Common Trust Fund 


We established Discretionary 
Common Trust Fund C 
(funds A and B have been in 
operation for several years) 


The usefulness of our two 
common trust funds continues 
to make itself evident . 
The amount invested is 
greater than in 1954 


Our Common Trust Fund has 
$4,081,253 . . . completed its 
third year has fully 
demonstrated its value 








“A Trust Officer’s Day is a Cross Section of Human Sympathetic 
Relationships” 
On cover of report for Security Trust Co., Rochester, N. Y. 
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Books 











J. K. Lasser’s Treasury of Tax Saving 
Ideas 
J. K. LASSER INSTITUTE and JOHN D. 


CUNNION. Business Reports, Inc., Larchmont, 
N. Y. 190 pp. $12.50. 


Under four general classifications, this 
manual offers “opportunities to keep 
more after taxes.” The broad headings 
deal with Investments, Pay, Business and 
Family. As to the first there is, in addi- 
tion to the tax saving aspects of stocks 
(including mutual funds) and bonds, a 
breakdown of investments with unusual 
tax protection, for example, real estate, 
timber and oil. Under Pay, the authors 
treat of deferred compensation, pension 
and profit sharing plans, expense ar- 
rangements, stock plans and combina- 
tion pay programs, 


Part III dealing with Business covers 
the tax implications depending on the 
form of business (partnership or cor- 
poration), converting ordinary income 
to capital gain, dividend policy, business 
insurance, sale and leaseback, and a host 
of other suggestions. The final part, 
Family, discusses the shifting of income 
and tax among members of the family, 
types of property for making gifts, use 
of trusts, arrangement of life insurance, 
effect of marital status, and over-all life- 
time and estate planning. 


An appendix of tax and related tables 
adds considerably to the great usefulness 
of the volume. 


Profit Sharing — The Key to Indus- 
tril Teamwork 


Council of Profit Sharing Industries, 337 West 
Madison St., Chicago 6. 170 pp. $3.75. 


This volume contains a detailed re- 
port of the Eighth Annual Conference, 
held in Pasadena, including four ad- 
dresses and nine panel discussions. Of 
particular interest to T&E readers will 
be (a) the Legal and Legislative panel 
which took a hypothetical new profit 
sharing plan through the legal steps that 
lead to establishment; (b) the investment 
of Profit Sharing Funds which discusses 
the various possible investment objec- 
tives; and (c) the Review of Profit Shar- 
ing Plans which included reports from 
six operating plans of different types. 


Economic Needs of Older People 


JOHN J. CORSON and JOHN W. McCON- 
NELL. The Twentieth Century Fund. 330 W. 
42nd St., New York 36. 533 pp. $4.50. 


This is a remarkably comprehensive 
study of the status of our older citizens 
and the public and private means of 
meeting their economic needs. Governor 
Averell Harriman in the April American 
Federationist reports that in New York 
alone the number of persons 65 years 
and over has quadrupled since 1900 and 
will reach a number well over two mil- 
lion by 1970. Only 14% of job applicants 
in the New York State Employment Ser- 
vice over 45 years of age were placed 
(according to a recent U. S. study), com- 
pared to 23% for applicants under 45. 


The problem thus indicated in New 
York is examined on a national scale 
in the Twentieth Century Fund study. 
The focus of the book is on the central 
need of older people — continuing income 
— and the authors explore the problem 
from every angle including employment, 





Missouri. 


from other states to Missouri. 





First Choice for Trust Service 
in Missouri 


The St. Louis Union Trust Company engages only in the trust busi- 
ness. It does no banking business. It accepts no deposits subject to 
check. It is the largest stockholder of the First National Bank in 
St. Louis, with which it is affiliated. It is the oldest trust company in 


We suggest consideration of our Company for ancillary service in 
Missouri or where recommendations are to be made to people moving 


“Trust Service Exclusively” 


St. Louis Union Trust Company 
ST. LOUIS, MISSOURI 
Affiliated with the First National Bank 














social security, private pension funds 
and collective bargaining. The Volume 
also contains a report from Twenties), 
Century Fund’s Committee on Economic 
Needs of Older People, which has bee, 
studying the subject since 1936, 
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What a Young Man Should Do with 
His Money — If Any 
Changing Times, The Kiplinger Magazine. 


April 1956 (1729 H St., N.W., Washington §: 
50¢). 


In preparing this article Changing 
Times took an actual case of a man jp 
his thirties, changed the name, and syb. 
mitted the pertinent facts to an invest. 
ment counselor, a businessman, an estate 
lawyer, and a life underwriter. The ad. 
vice each offered to the young man js 
set forth, with the concluding promise 
that a later article will deal similarlyg 
with an older man with more money and 
completely different investment _prob- 
lems. 


Points to Consider When Using the %’ 


Short Term Trust 


NEIL C. KIMMONS. Illinois Bar Journal, 
March 1956 (424 S. Second St., Springfield; 
$1). 

The opportunity for income tax sgav- 
ings through the use of an irrevocable 
short term trust should not obscure the 
over-all estate planning implications. 
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Death of the grantor during the existence . 4 decis 


of the trust may create hardship on the 
family and difficulty in raising funds for 
taxes and administration expenses. These 
poibilities should be considered by the 
draftsman. The gift tax consequences, as 
outlined in the article, are more technical 
than complicated. The author then goes 
step by step through the pertinent Code 
provisions in terms of what the drafts- 
man may do or should not do. 


Encroachment Provisions for Class 
Beneficiaries and Equalization of 
Distributions 
AUSTIN FLEMING. 


supra. 


Illinois Bar Journal, 


What is the effect of a trust instru- 
ment which authorizes the trustee to 
encroach on principal for the benefit of 
a class of beneficiaries and directs equal 
division of the trust on termination? 
Does exercise of the power in favor of 
one or more but not all require adjust- 
ment of the shares on final distribution? 
To avoid the kind of litigation that has 
arisen on this question, the writer sug- 
gests precise coverage in the document 
and offers four types of clauses. 
1955 Annual Survey of American 

Law 

New York University Law Review, March and 

April 1956 (Vanderbilt Hall, Washington Sq. 

So., New York 3; $2 each). 


These are Parts III and IV of this 
comprehensive analysis of major areas 
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of legal developments in the past year. 
Part III, entitled Taxation and Commer- 
cial Law, contains articles on Federal 
Income Taxation, Federal Estate and 
Gift Taxation, and Insurance. Part IV, 
dealing with Property and Procedure, in- 
cludes papers on real and personal prop- 
*.rty, future interests, trusts and admin- 
istration, and succession. 


Secondary Beneficiaries and Settle- 
ment Options 
DAVID F. HOXIE. Journal of Chartered Life 


Underwriters, Spring 1956 (3924 Walnut St., 
Philadelphia 4; $1.50.) 


Selection of secondary beneficiaries of 
life insurance and the manner of payment 
to them is often more difficult than the 
choice with respect to the primary re- 
cipient. Legal considerations involve the 
rule against perpetuities, testamentary 
jispositions and accumulation of income. 
The factors affecting designation of the 
various possible beneficiaries, including 
a trustee, are appraised and flexibility 
of the arrangement encouraged. 


Tax Implications 


of Reciprocal 
Trusts 


J. HENRY LANDMAN. The New York Law 
Forum, Jan. 1956. 


The use of reciprocal trusts as a means 
of minimizing estate and income taxes 
has proven a futile device, according to 
the author. Starting with the landmark 
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flecision in Lehman, he reviews the cases 
involving the Treasury’s efforts to tax 
(estate- or income-wise) a trust as 
though it were created by one other than 
the donor because a similar trust was 
| created by such other person for the 
| benefit of the first donor. Despite the 
Newberry decision, which restricts ap- 
| plication of the Lehman doctrine by re- 
| quiring greater proof of tax avoidance 
, evidence, the article concludes that it 
| does not offer much solace to the tax- 
payer. The writer suggests certain pre- 
cautions to insulate trusts against the 
imputation of reciprocity. 


: 
/ 
i 
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OTHER ARTICLES 


The Will Branch of the Worthier Title 

Doctrine, by Joseph W. Morris: Michigan 

Law Review, Feb. 1956 (Ann Arbor; 
| $1.50) 


Equitable Conversion and the Virginia 
Decedent, by W. H. Sager & H. S. 
Lutins: Virginia Law Review, Apr. 1956 


_ Memorial Hall, Charlottesville; 
81.50) 


Trusts : The Transfer and Leaseback 
Device, by William B. Lynch, Jr.: 
Journal of C.L.U.’s, Spring 1956 (3924 


{Walnut St., Philadelphia 4; $1.50) 





Deferred Compensation Contracts Re- 
| Visited, by Hugh M. MacKay: Ibid. 

The Rise and Decline of the Estate 
| Tax, by Louis Eisenstein: Tax Law Re- 
| view, Mar. 1956 (40 Washington Sq. So., 
1 New York 3; $2) 


May 1956 


New Code Alters Estate and Gift Tax 
Transfer Provisions Without Coordinat- 
ing Rules, by Boris I. Bittker: Journal 
of Taxation, Apr. 1956 (33 W. 42nd St., 
New York 36; $1.25) 

Taxation of Trusts and Estates (short- 
term and controlled trusts), by William 
E. Murray: American Bar Association 
Journal, Mar. 1956 (1155 E. 60th St., 
Chicago 37; 75¢) 

Perpetuities Problems of the General 
Practitioner, by Bertel M. Sparks: Univ. 
of Florida Law Review, Winter 1955 
(Gainesville; $2) 

Trustees Powers of Advancement un- 
der Trustee Act, 1925, by John Willcock: 
Journal of the Institute of Bankers, Feb. 
1956 (Lombard St., London E.C.3, Eng.) 


Contractual Aspects of Pension Plan 
Modification, Note: Columbia Law Re- 
view, Feb. 1956 (Kent Hall, Morningside 
Heights, New York 27; $1.25) 


Conflict of Law Problems Concerning 
Uniform Stock Transfer Act, by Jack W. 
Peters: Jowa Law Review, Spring 1956 
(Iowa City; $1.75) 

The North Carolina Gift of Securities 
to Minors Law — Its Federal Tax Im- 
plications, by J. Carlton Fleming: North 
Carolina Law Review, Feb. 1956 (Chapel 
Hill; $1.25) 

The Longer We Live, by Allen W. 
Rucker: The Freeman, Feb. 1956 (Foun- 
dation for Economic Education, Inc., 
Irvington-on-Hudson, N. Y.; 50¢) 
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Real Estate Reviews 
At least eight of the fifteen “best books 
of the year on real estate,” as selected 
by Robert H. Armstrong, treat of topics 
of special interest to trust, insurance and 
other property investors and managers. 


This is the 25th year that such a list 
has been nominated by this well-known 
valuation consultant of the firm of Arm- 
strong Associates in New York. The eight 
books referred to are: 

Central Business District Studies by 
Murphy, Vance & Epstein, Clark Univ. 
Worcester, Mass. 

The Expanding Environment — The 
End of Cities by E. A. Gutkind — Free- 
dom Press, London. 

The Shopping Center vs. Downtown by 
C. T. Jonassen — Ohio State Univ. 


Experience in Urban Real Estate In- 
vestment by Leo Grebler — Columbia 
Univ. 


Real Estate Questions and Problems 
by Alfred A. Ring — Prentice-Hall, Inc. 

Tax Planning for Real Estate by J. 
K. Lasser Tax Institute — Reinhold Pub- 
lishing Co. 


Selling Business Real Estate by Arthur 
B. Sherman — Prentice-Hall, Inc. 

Real Estate Principles by Henry E. 
Hoagland — 3rd Edition — McGraw Hill 
Book Co. 
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COMMUNITY CENTER ESTABLISHED 
UNDER WILL 


A check for $17,000 to establish the 
“Thomas Dunn Community Center” was 
presented to the City of St. Louis on 
April 18 by Judge Thomas C. Hennings, 
Sr., president of the Thomas Dunn 
Memorials and a director of Mercantile 
Trust Co., trustee under the Dunn will. 
The Thomas Dunn Memorial, a home for 
working boys, was established in 1930. 
Under provisions of Mr. Dunn’s will, ex- 
cess funds from the Memorial were to 
be used to develop a recreational and 
educational center in the city. 
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FRED ALLEN, the noted comedian, left 
an estate estimated at over $1,000,000. 
All personal effects, literary properties 
and real estate are given to his wife, 
who also receives outright the difference 
between 50% of the adjusted gross estate 
as defined in the Internal Revenue Code 
and the aggregate value of the foregoing 
bequests and life insurance, jointly 
owned property and other assets not 
passing under the will but allowable for 
the marital deduction for estate tax pur- 
poses. The rest of the estate is placed in 
trust to pay the income to the widow 
and as much of the principal as the 
trustees other than her deem necessary, 
desirable or expedient, indulging every 
presumption in her favor as the primary 
object of bounty. Upon her death, the 
remainder will be divided in equal por- 
tions, per stirpes, among the then sur- 
viving children of two sisters-in-law. In 
naming his widow, a sister-in-law, actor 
Jack Haley and Chase National Bank 
as executors and trustees, Mr. Allen (nee 
John F. Sullivan) directed that the bank 
is to receive full compensation as if it 
were acting as sole fiduciary. 


CORNELIUS McGILLICUDDY (CONNIE 
Mack), known the world over as Mr. 
Baseball, left a onepage will giving his 
wife one-third of his estate, estimated 
at $30,000, and the rest, after four lega- 
cies of $5,000, to his four daughters 
equally. He appointed one of his sons, 
his atorney and Provident Trust Co. of 
Philadelphia as executors. The former 
manager and owner of the Philadelphia 
Athletics, since removed to Kansas City, 
had created a substantial trust for the 
benefit of himself, his wife and daugh- 
ters after the sale of the A’s. 


DALE CARNEGIE, whose book “How to 
Win Friends and Influence People” was 
one of the most phenomenal bestsellers 
in history, lft his entire upper-six-figure 
estate, other than a few small bequests, 
to his wife whom he named co-executor 
with Clinton Trust Co. of New York. 


WILLIAM H. DANFoRTH, founder and 
board chairman of Ralston Purina Co., 
declared in his will that all personal ef- 
fects had been considered jointly owned 
with his wife with right of survivorship 
and therefore he had no interest to be- 
queath. In addition to charitable gifts 
totalling $121,000, the philanthropist 
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gave $30,000 to the Danforth Foundation 
which he had created to provide scholar- 
ships for college students seeking teach- 
ing careers based on spiritual values. 
This fund is to be used to aid the Amer- 
ican Youth Foundation, not more than 
$7,500 per year to be expended in the 
first two years and not more than $5,000 
annually thereafter until the fund is ex- 
hausted. 


In making several bequests of stock in 
his company, Mr. Danforth provided that 
the number of shares should be propor- 
tionately increased by reason of any 
split-up or stock dividend after the ex- 
ecution of the will. The Foundation re- 
ceives 15,000 shares, while three em- 
ployees and a friend get a total of 765 
shares. Another individual receives $500 
and $100 a month from a trust fund of 
$7,500 until it is exhausted, payments 
continuing to his wife after his death, 
the balance on her death going over to 
the Foundation. 


Seven grandchildren receive $25,000 
each, the share of any under age 
21 being trusteed with St. Louis Union 
Trust Co. In leaving the residue of the 
estate — estimated at $2,500,000 — to 
the Foundation, Mr. Danforth commented 
that its work would be a living memorial] 
to his family and that he had made no 
provision for his wife and children, since 
they had received ample gifts during his 
lifetime. However, in a _ codicil, he 
amended his statement to give his daugh- 
ter and son $25,000 each. The son, who 
is named as executor with the trust com- 
pany, is given the privilege of purchas- 
ing stock in Ralston Purina Co. (of 
which he is president) on terms set by 
the majority of the executors and two 
other named individuals. 


HAMMOND E. (Ham) FISHER, creator 
of the widely known cartoon character 
“Joe Palooka,” provided for his wife the 
minimum share required by New York 
law to preclude her right of election to 
take against the will. Since his daughter 
survived, one-third (otherwise one-half) 
of the estimated $2,500,000 estate is to 
be set apart for the widow, she to re- 
ceive $2,500 in cash and the income from 
a trust of the rest for life. The executor- 
trustees, who are two individuals and 
The Chase Manhattan Bank, are di- 
rected not to invade the principal of the 
trust during the wife’s life for any pur- 























pose other than its pro rata share of 
estate taxes. 
Upon her death, the principal js to be 
added to the trust of the other two. 
thirds established for the daughter’s 
benefit. Here the trustees are granteq 
* power to use principal for her education, 
support, medical and travel expenses, 
Upon the child’s death, the fund goes ty 
a named sister of Mr. Fisher or two 
other sisters if she is not living. If aj 
have died, the Community Chest of 
Wilkes-Barre, Pa., becomes the benef. *¥° 
ciary. 
A A &é Con 
oe ‘ after 
Ouija Will Invalid to Pass | jen 
$180,000 Estate pen 
A will which bequeathed all but $2,000 } gent 
of $180,000 estate to a person whose ]} deced 
name appeared to the testatrix on q | his n 
Ouija board over 35 years ago was de. %*Paym 
nied probate last month. Mrs. Helen Dow | failec 
Peck, who died last September at the ] or if 
age of 84, had said that the name of |] or if 
John Gale Forbes manifested itself on comp 
the board which she used from 1919 to fied | 
1921 during the craze which the game and 
enjoyed at that time, but a court ap- | make 
pointed investigator failed to trace any- missi 
one by that name. Judge A. P. LaValla decec 
of the Probate Court in Bethel, Conn., that 
ruled that the decedent lacked testa- of d 
mentary capacity when she executed the 
document. Ht 
AAA 5 me 
WILLS ON THE INCREASE a 
® A recent survey of wills probated in such 
Dade County, Fla., of which Miami is men 
the county seat, showed the following on 
number of wills probated in each of the for 
last five years beginning with 1951: Ses 
1,911, 2,166, 2,476, 2,537, 2,607. | Me. 
D 
not 
Dec 
his 
¢ if 1 
{ ins 
sha 
$ to 
tru 
ten 
cor 
poi 
the 
abl 
tes 
Us 
in 
th 
ee 
| ab 
D. 
" i 
From New York Public Library Picture Collection. ) 
a Sl 


An 18th Century Concept of Will Making 
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ESTATE TAX 
Contingent interest having value only 
after death not includible in estate. De- 
SS cedent had contract under which employ- 
er was obligated to make certain “contin- 
000 | gent payments” of $6,000 per year to 
hose | decedent, and in event of his death, to 
n a | his nominee or estate for fifteen years. 
de. 8 %Payments were forfeitable if decedent 
Dow | failed to devote his best efforts to job, 
the | or if he entered into competing business, 
> of | or if he became associated with non- 
on gi.competing business under certain speci- 
9 to | fied conditions. Decedent died suddenly 
ame and company came under obligation to 
ap- | make agreed payments to nominee. Com- 
iny- | missioner included value of contracts in 
alla decedent’s. estate at $90,000 on theory 
nn., that right to income was vested at time 
sta- of decedent’s death. 
- HELD: For taxpayer. Since value of 
| contracts during lifetime depended upon 
° “personal decisions of decedent, contracts 
' were of no value. Thus, inasmuch as 
| in such contracts must be valued at mo- 
| IS @ ment before death, rather than at mo- 
tae ment after death, they were valueless 
_ for estate tax purposes. Goodman v. 
1: | Granger, D.C. W.D. Pa., Civil Action 
No. 10832. 

Discretionary power to invade corpus 
not comparable to power of appointment. 
Decedent created trust, with income to 
his wife for life. Trust provided that 

@ if wife should at any time find income 
insufficient, “and of its sufficiency she 
shall be the sole judge,” she had right 

$ to have trustees pay her so much of 
trust fund as she desired. Plaintiff con- 
tended that right to broad invasion of 
corpus in effect created power of ap- 
pointment in surviving spouse, and, 
therefore, marital deduction was allow- 
able to extent of value of trust corpus. 

HELD: For Commissioner. Intent of 
testator is clear to create merely life 
use of income. Wife could only invade 

in good faith and honest judgment and 

j then only in event of insufficiency of in- 
come. Such limitation is not compar- 
able to power of appointment, either 
general or limited. Matteson v. U. S., 
D.C. N.D. N.Y., Feb. 26, 1956. 

on. Settlement agreement does not bar 
ng | Suit for refund. Executors of estate ex- 
ES § May 1956 





FEDERAL TAX NOTES 


SAMUEL J. FOOSANER 


Foosaner, Saiber & Schlesinger, Newark, New Jersey 


ecuted agreement form, “Waiver of Re- 
strictions against Assessment and Col- 
lection of Deficiency in Estate Tax.” 
Head of Chicago Division, Technical 
Staff signed on behalf of Commissioner. 
Subsequently, executors filed claim for 
refund which was denied by Commis- 
sioner. District court later dismissed 
complaint and executors appealed. 

HELD: For Plaintiff. For agreement 
to have force and effect of final closing 
agreement and to effectively foreclose ac- 
tion, it must be signed by Commissioner 
or by some one expressly authorized to 
do so. Statutory requirement must be 
strictly complied with. Such authority 
had not been conferred upon subordinate 
here. Bennett v. U.S., 7th Cir., April 4, 
1956. 


Time to claim deduction for attorney’s 
fees incurred in prosecuting claim for 
refund. Executor filed claim with Com- 
missioner for refund based on ground 
that certain insurance policies were not 
includible in gross estate. No claim was 
made for additional attorneys’ fees 
which might subsequently be incurred 
in prosecuting action. Claim was re- 
jected and suit was instituted for re- 
fund based both upon original claim 
and additional deduction for attorneys’ 
fees. Judgment was awarded estate and 
Commissioner appealed. Judgment con- 
cerning insurance proceeds was _ subse- 
quently affirmed by Supreme Court. Ex- 
ecutor then filed petition with District 
Court for refund based upon deduction 
for additional attorneys’ fees incurred 
in various appeals. Commissioner con- 
tended court had no jurisdiction as no 
claim for refund based on this ground 
had been filed with Commissioner. Dis- 
trict Court held in favor of executor. 


HELD: District Court affirmed. Reg- 
ulations 105, Section 81.34(b) state that 
“deduction for attorney’s fees incurred 
in prosecuting a claim for refund should 
be claimed at the time such refund is 
prosecuted.” Executor had complied 
with regulations since claim was made 
in original complaint. It was not neces- 
sary that claim be filed with Commis- 
sioner. Bohnen v. Harrison, 7th Cir., 
April 10, 1956. 


Terminable interest does not qualify 
for marital deduction. Decedent left wife 


life interest in two small pieces of real 


estate. Weekly income amounted to 
about $25. Residue of estate was set 
up in trust and trustees were given 


power to disburse trust income to family 
members, including wife. Widow ex- 
pressed dissatisfaction with income pro- 
visions and later executors and trustees 
executed agreement to pay widow $50 
per week for life. Executors took posi- 
tion that by entering into agreement, 
surviving spouse in effect elected to take 
dower interest to which she was en- 
titled under local law, and $50 per week 
life income represented consideration 
for sale. Accordingly, executors claimed 
marital deduction in amount of one-half 
of decedent’s surplus personal property, 
which under local state law represented 
spouse’s fee interest as dower. Commis- 
sioner disallowed deduction. 

HELD: For Commissioner. Widow’s 
action did not constitute renunciation of 
will and election to take dower interest. 
Agreement was merely method whereby 
weekly income was fixed and testamen- 
tary trust was surcharged therewith. 
Life income interest, being terminable, 
did not qualify for marital deduction. 
Est. of Kleinman v. Comm., 25 T.C. No. 
146. 


Marital deduction allowed where be- 
quest conditioned upon survivorship un- 
til distribution of estate. Decedent left 
his estate to his wife “if living at the 
time of the distribution of my estate.” 
Widow survived year and one-half after 
distribution of estate, which was com- 
pleted some six months after decedent’s 
death. Executor claimed marital deduc- 
tion for interest given to wife. Commis- 
sioner disallowed deduction on ground 
that interest vested at some indefinite 
time after decedent’s death; or if it did 
vest at death, it was subject to divest- 
ment. 

HELD: For executor. Under South 
Dakota law language used by testator 
vested title to property in wife immedi- 
ately upon decedent’s death. Likewise un- 
der local state law, and intention of de- 
cedent and circumstances involved, title 
vested and was indefeasible in widow 
at time of testator’s death. Kellar v. 
Kasper, D.C. §.D., Feb. 28, 1956. 


Residuary legatee can file suit for re- 
fund based upon claim filed by executor. 
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Executor filed claim for refund which 
was denied by Commissioner. Shortly 
thereafter he was discharged. Two years 
later residuary legatee instituted Dis- 
trict Court action on same grounds as 
claim. Commissioner moved for judg- 
ment on pleadings on theory that statu- 
tory requirement that no suit for refund 
shall be maintained until claim for re- 
fund has been duly filed with Commis- 
sioner had not been met by residuary 
legatee. 

HELD: For taxpayer. There is no 
‘reason why act of executor who was 
trustee for residuary legatees should 
not accrue to their benefit. Claim here 
was identical to that made by executor. 
Commissioner had ample opportunity to 
check claim and did in fact reject it. 
Government was not prejudiced. John 
v. United States, D.C. E.D. Wis., Feb. 
16, 1956. 


Deduction for property previously 
taxed reduced by estate taxes attributa- 
ble to property taxed. Decedent, upon 
her father’s death, became sole owner of 
certain shares of stock which father had 
previously transferred to himself and 
decedent as joint tenants. Under state 
law, decedent became liable for that part 
of estate taxes attributable to stock. Ex- 
ecutors of decedent’s estate paid tax. In 
computing estate tax, executors claimed 
deduction for property previously taxed 
for full value of shares. Commissioner 
reduced deduction by amount of prior 
tax attributable to stock. 


HELD: For Commissioner. Value of 
property which daughter received upon 
father’s death was its net value after 
deduction for taxes attributable thereto. 
Estate of Plessen v. Comm., 25 T.C. No. 
155. 





Transfer in trust with reservation of 
life estate includible in gross estate. De- 
cedent and wife transferred certain 
property to irrevocable trust. They each 
retained one-half of income for life, with 
entire income to survivor for life. Re- 
mainder at death of survivor was to go 
to children. Issue before court concerned 
what part of corpus, if any, was includ- 
ible in decedent’s gross estate. 

HELD: For Commissioner. Corpus of 
trust is includible in gross estate, with 
reduction for value of prior income in- 
terest. As of date of transfer, it was 
impossible to tell how much decedent 
would get without knowing when he 
would die. Therefore, transfer was one 
intended to take effect at death since 
decedent had retained right to income 
from property for period “not ascertain- 
able without reference to his death.” 
Est. of Hohensee v. Comm., 25 T.C. No. 
148. 


GIFT TAX 


Transfer of property situated in for- 
eign country constitutes taxable gift. 
Taxpayer made gift of land situated in 
Canada. Commissioner taxed transfer 
and donor instituted suit for refund. 
Argument was made that since estate 
tax expressly excludes foreign land from 
taxation, and since estate and gift taxes 
are said to be complementary and to be 
construed together, transfer should not 
be taxed. 


HELD: For Commissioner. In 1932 
gift tax act was enacted along with 
new estate tax act. In 1934 latter was 
amended to exclude foreign land from 
taxation. However, Treasury Depart- 
ment had already issued regulations 
holding transfers of foreign land tax- 
able under gift tax statute. 1939 Code 
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made no change with respect to this 

situation. Thus Congress intended hj. Leg 

difference in two statutes. MacDonalq . 

U. S., D.C. Mass., March 27, 1956, 
REVENUE RULINGS 

Income Tax: Redemption of capitalt, HB. 
stock owned by estate held to be divi. { child a 
dend to beneficiary. Decedent’s estate | to give 
held 27% of common stock in corpora. | tains 1 
tion; decedent’s son owned 48%; and HB. 
remaining 25% was owned by Corporate 6, ado. 
employees. Sole beneficiary of estate «a 
was decedent’s son. Decedent and ¢oy. pildre 
poration had agreement under which 
corporation was obligated to purchase BB 
from estate some 13% of corporate stock |“ 
at price set at book value as of date — 
of death. Estate and minority stockhold. | * ” 
ers desired to have corporation acquire 
all of stock owned by estate. According. _ HB 
ly, corporation redeemed full 27% of ® yr hh 
stock owned by estate. 

Service rules that except to extent 
that distribution may qualify under See. Ch. 
tion 303 of 1954 Code as redemption to % order: 
pay death taxes, redemption of part of | notice 
stock constituted distribution essentially } ters t 
equivalent to dividend. Estate of dece- | party 
dent is considered to own all of stock ] given 
owned by beneficiary of estate (Section Ch. 
318(a) of 1954 Code). Therefore, estate ] or di: 
owned 75% of the corporate stock. Ac- | be m 
cordingly, redemption did not qualify ] such 
as termination of shareholder’s interest | obtai 
or as substantially disproportionate. Rel- "{* 
ative stock interest of principal share- 
holders was not materially changed by Pus 
redemption. Rev. Rul. 56-103, LIR.B. ¢ to st 
1956-12, p. 7. 

Estate Tax: Property transferred to H. 
bona fide purchaser divested of Federal | amo 
tax lien. Surviving tenant of jointly held ]| with 
or entirety property, includible in dece- HH 
dent’s estate, is personally liable for aie 
Federal estate tax to extent of value of 
such property at time of death. Pes 

Service rules that any part of such ae 
property transferred by surviving ten- 7,1) 
ant to bona fide purchaser is divested al 
of Federal estate tax lien. This is rule 4 jnog 
notwithstanding fact that purchaser is f aj 
presumed to know of lien by reason of } fry 
recital of death of joint tenant in chain p 
of title. Rev. Rul. 56-144, I.R.B. 1956-15, my 
p. 19. gua 

Income Tax: Depletion deduction fully H 
allocable to beneficiaries pursuant to ] fidu 
terms of trust instrument. Under terms } izin 
of trust, trustees were authorized to fun 
apportion and allocate between trust ]| Par 
and beneficiaries appropriate tax deduc- I 
tions for depletion and depreciation. pla 

Service rules that full deduction I 
may be apportioned to beneficiaries, al- ] for 
though substantial portion of income 4 pla 
from depletable assets is retained by I 
trust. Rev. Rul. 56-105, LR.B. 1956-12, J oo 
p. 10. tay 
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ALABAMA 
apital.A. H.B. 12: Provides that adoption of 
divi. { child after execution of will revokes same 
state | to give child intestate share if will con- 
Pora. | tains no provision for such contingency. 
od HB. 13: Grants rights of inheritance 
orate © 44 adopting parents and adopted children 
State | »n same basis as if they were natural 
Cor- | children. 
Which H.B. 25: Grants foreign trust institu- 
chase tions right to serve as fiduciary for Ala- 
_ hama residents provided reciprocal right 
bi is granted by other state. 
quire KENTUCKY 
ling- |. H.B. 493: Adopts Uniform Principal 
¢ Of "| and Income Act. 

MASSACHUSETTS 

‘tent 
Sec- Ch. 187: Provides that decrees and 
n to orders of probate shall be in writing and 
+ of | notices thereof shall be given by regis- 
ially | ters to the attorney of record and to any 
lee. party who has appeared personally and 
tock | given his address. 
‘tion Ch. 250: Provides for deposit of legacy 
tate | or distributive share where same cannot 
Ac- | be made to person entitled thereto or 
ify | such person may not have opportunity to 
rest § obtain share. 
Rel- "4° 
i MICHIGAN 
| by P.A. 127: Excludes certain debts due 
R.B. @ to state from preferred classification. 

MISSISSIPPI 
1 to H.B. 62: Increases from $300 to $500 
eral | amount which may be paid to minor 
held | without guardian. 
i. H.B. 84: Adopts Uniform Simultan- 
ae eous Death Act. 

H.B. 86: Empowers chancery and 
sil chancellor to authorize private sale or 
ae oT os real and personal property or 
re any interest therein, including timber 


ion 


and mineral rights, and deed or lease 
§ incorporating terms set forth in decree 
shall be effective without further con- 
firmation by court. 


H.B. 87: Enlarges class of instances 
in which chancery court may appoint 
guardians. 


H.B. 185: Adopts prudent man rule for 
fiduciary investment, specifically author- 
ing participation in common _ trust 
funds, and purchase of investment com- 
pany shares. 


H.B. 262: Exempts employee benefit 
Plans from state income tax. 


H.B. 264: Allows employer deduction 
for contributions to employee benefit 
plans. 

H.B. 265: Enacts estate tax law to 
conform generally with Federal estate 
tax and to remain in force only so long 
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legislation Affecting Trusts and Estates 


Report #2 


as latter exists; rates start at 1% on 
first $60,000 of net estate (specific ex- 
emption $60,000) to 16% on excess over 
$10 million. 

H.B. 386: Permits fiduciaries to take 
credit for actual cost of premium on 
surety bond at rate approved by insur- 
ance commission for that company (prior 
law fixed specific limits). 


S.B. 1743: Permits corporate fiduciar- 


ies to register securities in name of 
nominee. 
S.B. 1744: Authorizes fiduciaries to 


execute proxies on corporate stock with- 
out order of court. 

S.B. 1745: Permits non-resident cor- 
porate fiduciaries to serve for Mississippi 
residents only if foreign state grants re- 
ciprocal privilege (formerly no restric- 
tion on such right). 


NEW YORK 


Ch. 69: Provides that fiduciary’s desig- 
nation of Clerk of Surrogate’s Court as 
person upon whom process may be served 
shall be irrevocable and effective so long 
as fiduciary remains in office and until 
compliance with decree of final discharge. 


Ch. 222: Establishes procedure for 
committee to discover property belonging 
to incompetent. 


Ch. 231: Permits payment to minor of 
Totten trust deposits for benefit of such 
minor upon death of depositor-trustee. 


Ch. 236: Increases from $1,000 to 
$2,000 value of estate property which 
may be set off to spouse or minor chil- 
dren of decedent. 


Ch. 270: Authorizes discovery proceed- 
ing in respect of decedent’s bank deposits 
(legislatively reversing recent decision 
in Matter of Trevor, 309 N. Y.—. 


Ch. 280: Permits service of citation in 
Surrogate’s Court proceeding on nearest 
consular representative of non-resident 
national of foreign country where gross 
estate is less than $5,000 (formerly 
$2,000) or interest of such national is 
less than $500 (formerly $300). 


Ch. 444: Makes additional obligations 
of Port of New York Authority legal for 
fiduciary investment. 


Ch. 650: Governs procedure on appli- 
cation concerning payment of compensa- 
tion for condemnation of real property 
held in trust, depending on whether or 
not trustee has power of sale. 


Ch. 678: Makes it duty of committee in 
proper case to provide for burial of in- 
competent. 


Ch. 686: Empowers Surrogate to per- 
mit temporary administrator to pay 
debts prior to completion of publication 
of notice to creditors, and extends statute 


of non-claim to temporary administrators. 
Ch. 931: Amends statutes regulating 
compensation of testamentary and inter 
vivos trustees to increase somewhat the 
schedule of compensation in respect of 
trusts established before August 31, 
1956, and to enact a new schedule of 
commissions in respect of trusts created 
after September 1, 1956, providing for 
commissions computed on the value of 
principal and chargeable in part to in- 
come and in part to principal; also con- 
tains clarifying provisions, particularly 
with respect to multiple trustees and 
trusts not measured by lives in being 
(charitable and pension trusts). 


SouTH CAROLINA 

Act 699: Permits executor, administra- 
tor, trustee, guardian or committee to 
file application in probate court for ad- 
judication of any account required to be 
filed with judge of probate, on proper 
notice; approval relieves fiduciary and 
surety of all liability for acts and omis- 
sions fully and accurately described in 
account; court may surcharge for breach 
of trust. 

Act 860: Reduces from 12 to six 
months period for ascertainment by ex- 
ecutor of decedent’s creditors; reduces 
from 11 to 5 months after first publica- 
tion of notice period within which credi- 
tors must file claim; requires action on 
claim to be brought within six months 
of written disallowance; reduces from 10 
to 5 months period of absence of executor 
or administrator from state which may 
result in removal by probate court; in- 
creases from $500 to $1,000 size of estate 
in which administration may be dis- 
pensed and permits probate judge to pay 
all duly filed claims in order of prefer- 
ence. 


VIRGINIA 


Ch. 226: Adopts Gifts of Securities to 
Minors Act. 

Ch. 230: Provides that bank deposit in 
names of husband and wife, payable to 
either or survivor, vests in survivor but 
if parties are divorced subsequent to 
creation of account, interest therein be- 
comes tenancy in common. 


Ch. 448: Provides that beneficiary of 
annuity directed to be purchased by will 
shall not have right to take lump sum 
in lieu thereof unless will permits such 
right or purchase of assignable annuity; 
prohibition does not apply unless sum 
is sufficient to purchase minimum of $10 
monthly. 


Ch. 536: Revises provisions for reten- 
tion of assets of non-resident decedent. 


Ch. 660: Adopts prudent man rule for 
fiduciary investment, specifically author- 
izing purchase of investment company 
shares. 


H.B. 399: Raises limit on preference 
claims of hospitals and sanitariums from 
$50 to $250. 
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| i TDL i€ y} AT M7) CP, i — executor to sue, and (2) whether or not | that 2 
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ena ee ee devise, being specific rather than demon- (2) Enough facts were present { pe 
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tered into a voluntary partition of the ge ey im /P ge under sive, and (2) the executor should be 
Tulsa County land with her co-owners than to laintiff. ° a ae ee ee ek eee ~ 
and acquired full fee simple title of a ‘ , een Se Sees Sie s Pee Se Dee N 
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~~ scorns dg statement of the ex-  residuary legatee to set aside a convey- HELD: Affirmed. The executor was a 
ecutor admi ted by the trial court over ance of a bank deposit made by the testa- not entitled, as a matter of right, to = 
a i I want (plaintiff) to trix, while in the hospital five days be- 5% of the value of personal property in re 
1ave this interest os foe ae te fore she died, from an account standing’ the estate, plus 5% of the income. The m8 
money, so (plaintiff) could have it. in her name alone to a joint account statutory provision with respect to com- rig 

Testatrix died owning 1273 shares in with another son with right of survivor- pensation is merely to the effect that the wad 
a business trust (18,455 shares outstand. Ship. The executor had declined to bring compensation should not “exceed” the 7 
ing) consisting of interests in Payne MY action against the transferee of the amount referred to. However, although H 
County real estate and mineral inter- bank account. The questions involved the compensation to the executor was enti 
ests. Under its terms the trustees upon Were (1) whether a legatee could sue in “most liberal,” the trial court was in a the 
its expiration were to liquidate the as- equity to enforce a claim on behalf of better position to pass upon this matter - pov 
a and distribute pro rata to the bene- the estate or could only take proceedings than the appellate court. | Cas 

ciaries. At the date of death the trust a 
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had expired, but the assets had not been NTRIB IN i iE [IT 
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distributed. Plaintiff claimed testatrix’s CO UT G GAL ED ORS the 
harap” ag in the trust on the ARIZ.: H. L. Divelbess—Gust, Rosenfeld, Divelbess, Robinette & Linton, Phoenix poli 
poy . the devise to her of Payne Coun- CALIFORNIA: Walter L. Nossaman—Brady, Nossaman & Walker, Los Angeles a 
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The statutory provision to the effect 
that an executor is not “required” to dis- 
tribute for a period of two years did not 
prevent the executor from being charged 
with interest. The executor had reduced 
the estate to cash within three months of 

the time of its qualification, and the 
*F estate should have been distributed with- 
in the four months period following the 
receipt of the cash proceeds of sale. 


¥tEXPENSES — Employment of Tax 
Consultant Permitted at Estate Ex- 
pense 


California—Supreme Court 


Estate of McMillin, 46 A.C. 121 (Feb. 7, 


1956). 

HELD: The Public Administrator as 
administrator of the estate of this dece- 
dent (and of some 82 others) was au- 


6 xhorized to employ a named tax con- 


sultant and licensed public account- 
ant, to prepare and file tax returns for 
the estate. Objection on the part of Los 
Angeles County through its County 
Counsel to the effect that the consultant 
could not be paid because he was _ not 
hired pursuant to civil service regula- 
tions was rejected. 


GUARDIANSHIP —— Committee May 
Not Cash U. S. Bonds in Name of 
Incompetent and Co-Owner 


New York—Surrogate’s Court, King’s County 
Matter of Barletta, N.Y.L.J., March 2, 1956. 


Series E, U. S. savings bonds were 
4, registered in the names of the deceased 
incompetent and another as co-owners. 
The incompetent’s committee cashed the 
bonds shortly before the incompetent’s 
death and deposited the proceeds in its 
account. The proceeds were not needed 
for the incompetent’s support and 
maintenance. 


HELD: The surviving co-owner is 
entitled to have a trust impressed on 
the proceeds in his favor. A committee’s 
power is limited to ministerial acts. 
Cashing the bonds was the exercise of 
3 personal right (like destroying a will, 

changing the beneficiary or recovering 
the cash surrender value of an insurance 
policy, and bringing an action to annul 
a marriage) which can be exercised 
by a committee only when necessary for 
the ward’s support and maintenance. 
Federal law and Treasury Regulations 
regarding U. S. savings bonds held in 
co-ownership do not conflict with the 
court’s decision. 


JoInT & MutTuaL WILLs — Instru- 
ment Does Not Control Disposition 
of Survivor’s Separate Property 


Nebraska—Supreme Court 
Wyrick v. Wyrick, 75 N.W. 2d 376. 


The joint will of husband and wife, 
each having separate estates, gave a life 
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estate to the survivor, and provided that 
upon the death of the survivor, one-half 
was to go to the heirs of the husband 
and one-half to the heirs of E. J. Geb- 
hart, etc. The husband was the survivor 
and in his will distributed his separate 
estate otherwise than as above stated. 

HELD: As to the husband’s own sep- 
arate estate, there was no contractual 
agreement preventing him from dispos- 
ing of it as he pleased. A joint will is 
not, in itself, sufficient to constitute a 
contract binding the survivor to dispose 
of his property in the same manner as 
the disposition of the remainder in the 
separate estate of the wife. 


JURISDICTION — Probate Court Has 
No Power to Create Trust for Alien 
Legatees 


Arizona—Supreme Court 


Podret v. Superior Court, 294 P. 2d 670. 


The decree of distribution purported 
to distribute to a trustee sums bequeathed 
to certain alien legatees. Under the terms 
of the trust, which was decreed by the 
court, the trustee was to hold funds for 
a certain period of time during which 
the alien legatees would be paid the sums 
for which they should become eligible. 

A petition was filed by attorneys for 
three of the alien legatees who were resi- 
dent in Hungary and Roumania, seeking 
distribution to them on the grounds that 
such distribution was not prohibited by 
a statute which provides that aliens eli- 
gible to citizenship may take and hold 
property by devise or descent in the same 
manner as citizens. The court dismissed 
the petition, and thereafter ordered the 
trustee to post a cash bond on appeal, 
which appeal was taken by the attorneys 
for the aliens. The court further ordered 
that the aliens’ attorneys be paid $1,000 
by the trustees, together with their costs 
on appeal. 


An alternative writ of prohibition was 
issued by the Supreme Court against the 
Superior Court of Pima County, pro- 
hibiting it from enforcing its prior orders 
and from removing Podret as either ex- 
ecutor or trustee. The alternative writ 
of prohibition is made peremptory. 


HELD: The probate code does not vest 
the probate court with power to create 
a trust to hold bequests to alien legatees 
or for any other purpose, and such power 
cannot be implied as necessary to carry 
out the express powers granted to the 
Court. The lower court’s order creating 
the trust and appointing the trustee was 
null and void. 

Podret at all times held the funds as 
executor under the decedent’s will. The 
court erred in ordering him to expend 
any funds of the estate for costs, attor- 
neys’ fees or any other purpose in aid 
of the alien legatees’ appeal. 


LIVING TRUSTS Irrevocable De- 
claration of Trust in Personal Prop- 
erty Not Testamentary 


Ohio—Court of Appeals 
Morrison v. Morrison, 99 Oh. App. 203. 


About six years before his death, 
Morrison executed a written Declaration 
of Trust, the subject matter of which 
was 100 shares of stock. The instrument, 
by its terms irrevocable, declared that 
the shares were held by the settlor on 
certain trusts: the settlor to the 
stock and to receive dividends during 
his life; at his death the stock to be 
divided among three sons, in specified 
percentages. One son was given the op- 
tion to purchase the shares of the other 
sons, such shares then to his 
absolute property. 


vote 


become 


Morrison’s widow attacked the decla- 
ration of trust as testamentary in char- 
acter and as having been revoked by his 
later will. She claimed her distributive 
share of the stock. The trial court held 
that the declaration of trust was null 
and void and the stock was properly an 
asset of Morrison’s estate. 


HELD: Reversed. The trust was ir- 
revocable and a present equitable inter- 
est passed to the sons when it was exe- 
cuted. The reservation of voting rights 
and of the right to receive dividends was 
consistent with the equitable title of the 
sons. The well known cases of Bolles v. 
Toledo Trust Co., 144 Ohio St. 195, 58 
N.E. 2d 381, and Harris v. Harris, 147 
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Ohio St. 487, 72 N.E. 2d 378, are dis- 
tinguishable as involving trusts where 
the settlors retained dominion and con- 
trol over the trust property, which was 
not the fact in the instant case. 


LivING Trusts — Uncorroborated 
Testimony of Settlor Insufficient to 
Set Aside Irrevocable Trust on 
Grounds of Mistake 


Illinois—Supreme Court 


Pernod v. American National Bank & Trust 
Co., 8 Ill. 2d 16. 


The settlor of an irrevocable trust 
brought suit to set aside the trust on 
grounds of mistake in making the trust 
irrevocable. At the time of executing the 
trust agreement, the settlor was 79 years 
old and in poor health. She testified that 
the question of revocability was never 
discussed and apparently she did not read 
the instrument in final form. Her at- 
torney testified that he had explained 
to her each provision of a draft which 
was substantially similar to the final 
agreement. He conceded the “possibility” 
that she had not understood his explana- 
tion. 


HELD: The settlor’s suit fails. “Be- 
cause the testimony of a settlor seeking 
to revoke a trust is likely to be unre- 
liable, and because solemn written in- 
struments are not to be lightly over- 
turned, strong corroboration of the set- 
tlor’s testimony is required in order to 
warrant the granting of relief.” 


One dissenting justice thought that the 
attorney’s failure to read the final in- 
strument to the settlor and his doubts 
as to her understanding, coupled with 
evidence that a bank agency account 
had been suggested in early conferences 
between the settlor and her attorney, 


constituted sufficient corroboration of the 
settlor’s testimony. 


Livinc Trusts — Savings Bank Ac- 
count Passes to Beneficiary at 
Death of Depositor 


Florida—Supreme Court 
Seymour v. Seymour, 85 So. 2d 726. 


Euphemia Seymour opened a savings 
account in a Palm Beach bank. The sig- 
nature card and pass book bore the state- 
ment “Euphemia Seymour in trust for 
Felton Seymour,” her son. Euphemia 
made deposits and withdrawals from 
this account from time to time until her 
death. Her administrator claimed the 
balance in the account as part of her 
estate while Felton claimed the moneys 
in his own right. 

Section 659.30, Florida Statutes, pro- 
vides that where bank deposits are made 
by a person describing himself as trus- 
tee for another and no other or further 
notice of the existence and terms of a 
legal and valid trust have been given to 
the bank in writing, the bank may, upon 
the death of the person so described 
as trustee, pay the amount of the de- 
posit to the person for whom the de- 
posit was stated to have been made. 


HELD: The statute was designed 
primarily to regulate banks and was 
not necessarily conclusive of the owner- 
ship of the deposited money. However, 
the deposit here was a typical “Totten 
trust” and created a tentative trust re- 
vocable at Euphemia’s will but which 
became irrevocable upon her death. 


PowErRs — Limitations — Modifica- 
tion of Trust Permitted 


Nebraska—Supreme Court 
Frentzel v. Siebrandt, 73 N.W. 2d 652. 
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Upon the death of the husband, the 
widow and children set up a trust of 
all the personal property, she to receive 
income during her life, and upon he; 
death, the property to be distributed jp 
equal shares to the children. By subge. 
‘quent amendment signed by all benef. 
ciaries, the trustee was directed to ang 
did buy a farm. The amended agreement 
provided that upon the widow’s death, 
the farm should be transferred to bene. 
ficiary B at the original price paid by 
the trustee — $12,000. Upon the widow's 
death, a beneficiary sought reformation, 
contending that $12,000 and not the land, 
which had appreciated in value to $31, 
500, should be transferred to B. 


HELD: Reformation denied. Persons 
free to contract may grant trustees the 
power to extend the trust in any man- 
ner and under any conditions. 


SPOUSE’S RIGHTS— Release of Rights 
in Spouse’s Estate Failed for Lack 
of Consideration 


Pennsylvania—Supreme Court 
Levine Estate, 383 Pa. 354. 


Decedent and his wife, having become 
incompatible, made a sealed agreement 
on December 24, 1949, agreeing to the 
disposition of their respective interests in 
certain real estate which they owned as 
tenants in common (worth $55,000) and 
which the wife owned separately (worth 
$20,000). It was agreed that the income 


from the real estate owned in common * 


should be deposited in the husband’s bank 
account and one-half of the account 
should belong to the wife and at her 
death to her personal representative; at 
husband’s death, if he died first, one-half 
of the account was to be paid to her. 
The half interest in the bank account 
would be in full settlement of her interest 
in the real estate owned in common. Each 
released his or her interest in the other’s 
estate. 


The husband died four months later, 
leaving a will dated in 1947 in which he 
gave the bulk of his estate to his chil- 
dren by a former marriage. He gave the 
residue to his wife but there was no resi- 
due. The widow elected to take against 
the will and the administrator c.t.a. of 
the husband filed a petition to annul it, 
pleading the 1949 agreement. The widow 
filed an answer repudiating the agree- 
ment. Testimony indicated that the rents 
from the wife’s real estate were also de- 
posited in the husband’s bank account. 
It also appeared that in 1945, the hus- 
band had released under seal his rights 
in his wife’s estate. The lower court sus- 
tained the petition and the widow ap- 
peaied. 


HELD: Reversed. The consideration 
for the agreement failed. Since the in- 
come from the wife’s separate property 
went into the husband’s account, the wife 
was entitled to at least one-half of the 
account without any agreement. It could 
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not be regarded as consideration passing 
under the agreement. The direction to 
pay her one half of the account could 
not be consideration for her promise to 
refrain from claiming part of his estate. 
Acknowledgment of what clearly belongs 
to another is not consideration. The re- 
ciprocal releases in the 1949 agreement 
are invalidated by failure of consider- 
ation also, because the husband’s 1945 
release made it impossible for him to 
pass to his wife what was already hers. 


SpouSE’s RIGHTS — Widow Not En- 
titled to Statutory Share Outright 
Against Will 


New York—Surrogate’s Court, New York Co. 
Matter of Edwards, N.Y.L.J., April 11, 1956. 


Testator bequeathed to his widow the 
income for life from a trust of one- 
third of his estate after the deduction 
of debts, funeral and administration ex- 
penses and estate taxes allocable there- 
to, and expressly stated his intention 
that the principal of the trust was to 
equal his widow’s intestate share. Upon 
the widow’s death the principal of the 
trust passed to named remaindermen. 
The decedent owned 90% of the stock 
of a close corporation which constituted 
60% of the gross estate. The executors 
were directed to try to sell the stock 
within six months, otherwise to dissolve 
and liquidate the corporation. The execu- 
tors and trustees were empowered to 


“ apportion liquidating and extraordinary 





dividends between principal and income 
in their discretion. 


HELD: The wife may not elect to 
take outright all or any part of her 
statutory share against the will (apart 
from her limited right to take $2,500). 


(1) The executors’ powers to deal 
with dividends (particularly the power 
to allocate to principal liquidating divi- 
dends attributable to post-mortem earn- 
ings) was not a fraud on the wife’s 
rights which would permit her to elect 
to take her entire statutory share out- 
right. The court has broad supervisory 
powers over administration to assure a 
widow a fair participation in the estate. 


The widow also contended that her 
share must be “as in intestacy’; that 
her intestate share would qualify for 
the Federal and New York marital de- 
duction, and would pass undiminished 
by estate taxes; and that therefore the 
principal of the trust provided by the 
will was less than her statutory share 
and she could elect to take against the 
will the difference between the amount 
distributable to the trustees and the 
amount that she would have received 
in intestacy. 


(2) Where taxes are to be appor- 


tioned, as here, the statutory share is 
equal to one-third of the net estate 


May 1956 


after the deduction of debts and funeral 
and administration expenses, and before 
any deduction of estate taxes. D.E.L. 
$124 comes into play only after the wi- 
dow’s share is so determined, and only 
then are estate taxes charged against 
her share. The statutory policy in D.E.L. 
$$18 and 124 is thus reconciled. To sus- 
tain the widow’s contention, the court 
would have to re-write §18 to provide 
that a spouse must be given the benefits 
of a trust which qualifies for the marital 
deduction. 

WILLs — Construction — Determina- 

tion of “Remaining” Estate 


Massachusetts—Supreme Judicial Court 


Old Colony Trust Co. v. 1956 A.S. 
363; March 13, 1956. 


Kennard, 


The will gave four $10,000 legacies to 
a niece and three nephews, and $3,000 to 
a niece-in-law. It then provided that if 
these bequests exceeded one-half the 
total amount of cash and securities in 
the estate as of the date set for distribu- 
tion, the $3,000 legacy should be paid in 
full and the others abate proportionately 
so as to keep the total of the pecuniary 
legacies within the one-half above re- 
ferred to. Then a later paragraph gave 
to two charities one-half of the cash and 
securities remaining in the hands of the 
executor as of the date set for distribu- 
tion. The residue of the estate was given 
to the niece and the three nephews. 


The five legacies did not exceed one- 
half of the estate. The nephews and 
niece argued that these legacies should 
first be paid in full and then one-half 
of the cash and securities remaining 
should go to the charities, and the other 
half to the residuary legatees. 


HELD: This contention was wrong. 
The charities took one-half of the total 
cash and securities without deduction for 


the legacies. The word “remaining” did 
not create any ambiguity and did not re- 
quire reference to the preceding para- 
graphs to give it meaning. It could well 
refer to what remained after the pay- 
ment of debts, expenses, etc. Likewise the 
fact that the testatrix could more simply 
have dispensed with the legacies, except 
the one for $3,000, and given half the 
estate to the charities and the residue 
to the niece and nephews was not suffi- 
cient to control the construction. 


WILLs — Construction — Longest 
Duration of Trust under Rule 
Against Perpetuities Intended 


Maryland—Court of Appeals 


Marty v. First National Bank of Baltimore, 120 
A. 2d 841. 


Testator was 72 years of age at the 
time of the execution of the will which 
made provisions for distribution of trust 
principal after the life tenancies of three 
sisters, then aged 74, 75 and 77. Distri- 
bution was to be made either 21 years 
after the death of the sister’s last sur- 
viving descendant living at the time of 
the death of the testator or when the 
youngest living grandchild of the sister 
should have attained 21, which ever came 
about first. 


Some time after the death of the life 
tenants a nephew and niece contended 
that since in one case there was no 
grandchild of one sister and in a sec- 
ond case the youngest living grandchild 
of another sister had attained 21, these 
two trusts had terminated and distribu- 
tion of principal should be made. The 
trial court held that the trusts had not 
terminated. 


HELD: Affirmed. The words “upon the 
youngest living grandchild *** attain- 
ing the age of twenty-one years” read 
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literally and according to their ordinary 
meaning and import, comprehend all pos- 
sible grandchildren of the person men- 
tioned and not those in being at any par- 
ticular time. Testator was preoccupied 
with the rule against perpetuities and in- 
tended maximum duration of the trusts 
and that nephews and nieces should not 
receive principal so long as the possi- 
bility existed for the birth of additional 
grandchildren. 
















WILLS — Construction — Simultan- 
eous Death Clause Extended to 
Cover Predecease of Beneficiary 












































Massachusetts—Supreme Judicial Court 


Balcom v. Balcom, 1956 A.S. 231; Feb. 23, 
1956. 


The will gave everything to the wife. 
Then followed a clause, “Should death 
occur to us both at the same time, what 
then remains is to be equally divided be- 
tween our two children, Frances and 
Warren.” The wife died about a year 
before the testator. The will was drawn 
by a person who was not an attorney. 
The testator had three children, the third 
one being a daughter by a former wife. 
She lived in California and the testator 
had not seen her or been in contact with 
her for a number of years. She con- 
tended that the legacy to the other two 
children was conditioned on the testator 
and his wife dying at the same time; 
and as they did not, the legacy failed and 
she was entitled to a third of the estate. 


HELD: The legacy was effective. The 
condition on which the testator intended 
his two children to take was that his 
wife should not be living at his death. 
The court could supply by implication 
the defect in expression. In the earlier 
clause giving everything to his wife the 
testator had stated that the failure to 
provide for his children was intentional. 


WILLs — Construction — Simultan- 
eous Death Clause Not Extended 
to Proximate Death Situation 


Texas—Supreme Court 
White v. Taylor, 286 S.W. 2d 925; 


281 S.W. 2d 237, reported Dec. 
AND ESTATEs, 1098. 


reversing 
1955 TRUSTS 


Testatrix, a widow without children, 
left her residuary estate to her mother. 
However, her will further provided, “In 
the event that my mother . dies be- 
fore I die, or we die simultaneously, or 
we die under circumstances making it 
dificult to determine which of us died 
first, I make the following disposition of 
my property: .. .” The contingent bene- 
ficiaries were lifelong friends, two nieces 
and a nephew. 






Testatrix and her mother were vic- 
tims of an automobile accident on March 
30, 1954. Testatrix was pronounced dead 
on arrival at a hospital at 3:45 P.M. 
and her mother died 71 minutes later, 
never having regained consciousness 
from time of injury to time of death. 
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passed to testatrix’ mother. 
be taken in their plain and usual sense 
unless the intention to use them in an- 
other 
“simultaneously” was here used alone, 
not being qualified by language such as 
or approximately so,” “or 
mon accident or 
some 
court was clear. 
was rejected. The question before the 
court was only, 
meaning of the words which (testatrix) 
actually used?”, 
have (testatrix) meant to do,” 
words did she mean to use.” 


The Court of Civil Appeals construed the 
word 
stantially the same time, 
the contingent beneficiaries took. 


“simultaneously” to mean at sub- 
and held that 


HELD: Reversed. The residuary estate 
Words must 


sense is clear. Since the word 


“ 


from com- 
common disaster,” or 
phrase, the duty of the 
A “liberal” construction 


similar 


“what is the reasonable 


“what should 
“what 


and not, 


WILLs — Probate — Lost Will Duly 


Established in Chancery Proceed- 
ings Entitled to Probate by Pro- 
bate Court 


Tennessee—Supreme Court 
Wall v. Millsaps, 286 S.W. 2d 343. 


Petitioners obtained a decree in the 


. 
said will certain 


chancery court that testatrix had exegy, 
ted a will and had died leaving same in 
full force, but that same had been lost 
or destroyed after her death. The de. 
cree directed that the lost will be pro 
bated and expressly found that under 
real estate had been 
devised to the _ petitioner. Petitioner 
then petitioned the probate court tg 
probate the lost will but the probate 
judge declined to do so on the ground 
that there was no showing that the 
testatrix had not revoked the will. The 
Circuit Court concurred in the result, 
and declined to probate the lost will, 
but based its decision upon lack of 
jurisdiction. 

HELD: Reversed. The decree of the 
chancery court was not appealed from 
and there can be no question but that 
the chancery court has jurisdiction to 
set up a valid will which has become 
lost or which has been destroyed by 
someone other than the testatrix. Since 
its decree was final, it may not be col- 
laterally attacked in any other court, 
and both the probate court and circuit 
court were in error in failing to com- 
ply with the chancery decree to estab- 
lish the lost will. 
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